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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  the  Galen 
State  Hospital  for  the  year  ended  June  30,  1975. 

The  audit  was  conducted  by  Dobbins,  McGrew  and  Malone,  CPA's 
of  Missoula,  under  a  contract  between  the  firm  and  our  office.   The 
comments  and  recommendations  contained  in  this  report  represent  the 
views  of  the  firm  and  not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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GALEN  STATE  HOSPITAL 
SUMMARY  OF  RECOMMENDATIONS 

Request  that  the  Department  of  Administration  establish  an  agency  fund  to 
account  for  the  deposit  of  monies  belonging  to  hospital  patients. 

Deposit  all  patient  monies  into  the  State  Treasury  account  established 
within  the  agency  fund. 

Comply  with  the  directives  from  Social  and  Rehabilitation  Services  regarding 
deceased  patients'  Social  Security  monies. 

Maintain  one  change  fund  at  the  Alcoholism  Treatment  Center. 

Receive  cash  from  the  Alcoholism  Services  Center  on  a  regular  timely  basis 
and  a  receipt  be  obtained  and  filed  by  the  Alcoholism  Treatment  Program. 

Make  deposits  on  at  least  a  weekly  basis  or  when  the  amounts  collected  exceed 
$100  (see  Montana  Administrative  Manual,  Section  2:1200.20,  Volume  II). 

Require  a  daily  record  of  hours  worked  by  each  employee  and  that  these  be 
signed  by  the  individual  employees'  supervisor  and  the  payroll  summary  be 
signed  by  the  department  head. 

Separate  the  functions  of  payroll  preparation  and  warrant  distribution. 

Deduct  PERS  contributions  from  the  first  day  of  employment  for  each  individual. 

Accrue  sick  leave  in  accordance  with  legal  and  regulatory  requirements. 

Keep  signed  payroll  rate  increase  authorizations  in  employee  personnel  files. 

Recommend  that  the  Department  of  Administration  and  State  Auditor's  office 
change  the  Central  Payroll  Division's  procedures  in  order  to  effect  a  more 
realistic  deadline  for  submission  of  payroll  information  in  order  to  elim- 
inate estimated  payroll  preparation  by  State  agencies. 

Include  documentation  on  travel  vouchers  as  to  the  choice  of  vehicle  whenever 
a  private  vehicle  is  used  in  conducting  State  business. 

Require  that  invoices  for  local  purchases  be  approved  and  initialed  for  payment 
by  someone  other  than  the  storeskeeper . 

Implement  a  numbering  system  to  provide  specific  identification  of  individual 
capi  ta 1  i  tems . 

Establish  schedules  to  provide  an  objective  indication  of  age,  estimated  useful 
life,  and  value  of  an  item  to  aid  in  determining  whether  or  not  its  disposition 
is  reasonable. 

Obtain  authorization  and  update  the  records  prior  to  transferring  property  from 
one  location  to  another  and  secure  written  acknowledgement  from  the  transferee 
that  the  transaction  actually  has  occurred. 

Account  for  all  discrepancies  between  beginning  and  ending  inventories.   Remove 
all  cards  for  items  disposed  of  and  keep  in  a  separate  file.   Reconcile  physical 
inventories  to  capital  records. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Establish  a  dollar  value  and  physical  count  for  all  property,  plant,  and  equip- 
ment currently  on  hand,  and  develop  a  journal  entry  to  place  this  on  the  books 
to  be  incorporated  into  SBAS  when  the  system  has  developed  such  capability. 
Such  accounts  should  be  updated  as  acquisitions  and  dispositions  occur. 

Implement  an  effective  system  for  all  dispositions  of  fixed  assets. 

Ensure  proper  examination  and  authorization  of  invoices  for  payment  by  someone 
other  than  the  storeskeeper . 

Implement  written  policies  and  agreements  with  employees  entrusted  with  State 
property  for  their  private  use  and  acknowledgment  of  receipt  of  such  property. 

Delete  privately-owned  items  from  the  records. 

Recommend  that  the  Governor's  Office  of  Budget  and  Program  Planning  establish  more 
realistic  guidelines  for  budget  preparation,  providing  the  flexibility  required 
by  agencies  in  order  to  bring  budgetary  estimates  into  better  alignment  w!  ti- 
thei r  actual  needs. 

Discontinue  the  practice  of  preparing  requisitions  from  invoices. 

Establish  a  central  storeskeepi ng  system  and  a  facility  for  all  inventory  items, 
removing  the  distribution  function  from  control  of  those  who  use  the  items. 

Recommend  that  the  Department  of  Institutions  disclose  reimbursements  collected 
as  revenue  for  the  individual  institutions  and  allocate  the  collection  costs 
to  the  institutions  in  the  Statewide  Budgeting  and  Accounting  System. 

Evaluate  on  a  semiannual  basis  the  drug  reimbursement  possibility  and  inform  the 
Department  of  Institutions  of  doctors'  visits  to  patients  which  are  reimburseabl e. 

Recommend  that  the  Department  of  Institutions  bill  the  Medicaid  and  Medicare  pro- 
grams for  doctors'  visits  and  for  drugs  when  it  becomes  feasible  for  such 
reimbursement . 

Recommend  that  the  Department  of  Institutions  have  clear-cut  evidence  that  a 
financial  examination  of  all  patients  has  been  performed  and  kept  in  a  perm- 
anent file  kept  on  each  patient. 

Review  the  feasibility  of  making  the  capital  improvements  needed  to  qualify  un- 
certified buildings  for  Medicaid  and  Medicare  requirements. 


GALEN  STATE  HOSPITAL 
COMMENTS  AND  RECOMMENDATIONS 

General  History  and  Description 

Galen  State  Hospital  was  created  by  Chapter  125,  Laws  of  1911.   The  hospital, 
which  is  located  off  U.S.  Highway  10,  twelve  miles  south  of  Deer  Lodge,  Montana,  had 
its  first  facilities  constructed  in  1912  and  admitted  its  first  patient  on  January  30, 
1913.   Today  the  hospital  is  comprised  of  many  older,  yet  well  constructed  and  well 
maintained  buildings  and  is  situated  on  56O  acres  of  land  of  which  ^480  acres  are 
leased  from  the  State  of  Montana. 

The  State  Pulmonary  Disease  Hospital,  as  Galen  is  officially  known,  is  admin- 
istered within  the  Department  of  Institutions  with  management  control  provideJ  oy 
the  superintendent.   The  major  responsibilities  of  the  hospital  are  providing  effec- 
tive care,  treatment,  and  rehabilitation  to  patients  with  chest  diseases,  particularly 
tuberculosis  and  silicosis,  to  the  mentally  retarded  and  to  the  aged.   In  addition, 
the  hospital  is  responsible  for  the  operation  of  the  alcoholism  services  center  and 
the  center's  related  functions. 

According  to  the  hospital's  records,  the  average  daily  census  was  206  excluding 
alcoholic  patients.   However,  the  average  length  of  stay  varied  depending  on  the  type  of 
patient.   For  the  general  hospital  and  alcoholic  patients,  the  average  length  of  stay 
was  ^0  days,  while  custodial  patients'  average  stay  was  over  five  years,  and  retarded 
patients'  average  stay  was  over  ten  years.   Also,  the  alcoholism  services  center  ad- 
mitted 1,100  patients  and  discharged  1,032  patients  during  the  197^-75  fiscal  year. 

Legislative  appropriations  and  budget  amendments  provided  to  carry  out  the 
hospital's  responsibilities  for  the  fiscal  year  197'+-75  totaled  $3,236,688.  This 
total  was  comprised  of  $2,230,768  from  the  general  fund  and  $1,005,920  from  the 
Federal  Revenue  Sharing  Fund  (Exhibit  C) .  As  reported  in  the  hospital's  records, 
expenditures  from  these  sources  totaled  $2,1^8,563  and  $1,005,23^  respectively  (see 
Exhibit  C  for  detail).  Hospital  expenditures  are  accounted  for  in  four  different 
programs:   administration,  care  and  treatment,  general  services  and  physical  plant, 


COMMENTS  AND  RECOMMENDATIONS  (Continued) 

and  alcoholism  services  (see  Supplemental  Schedule  1  for  detail).   There  are  33 
sub-programs  within  the  latter  three  major  programs.   These  sub-programs  are  for 
the  identification  of  various  cost  centers  used  in  the  preparation  of  Medicaid  and 
Medicare  cost  reports. 

Fiscal  and  Compliance  Weaknesses 

As  a  part  of  our  examination,  we  reviewed  and  tested  the  hospital's  records 
and  procedures  for  compliance  with  statutory  and  administrative  requirements. 

We  also  reviewed  and  tested  the  hospital's  system  of  internal  accounting 
control  to  the  extent  we  considered  necessary  to  evaluate  the  system  as  required 
by  generally  accepted  auditing  standards.   Under  these  standards,  the  purpose  of 
such  evaluation  is  to  establish  a  basis  for  reliance  thereon  in  determining  the 
nature,  timing  and  extent  of  other  auditing  procedures  that  are  necessary  for  ex- 
pressing an  opinion  on  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to  provide  reasonable,  but 
not  absolute,  assurance  as  to  the  safeguarding  of  assets  against  loss  from  unauthor- 
ized use  or  disposition,  and  the  reliability  of  financial  records  for  preparing 
financial  statements  and  maintaining  accountability  for  assets.   The  concept  of 
reasonable  assurance  recognizes  that  the  cost  of  a  system  of  internal  accounting 
control  should  not  exceed  the  benefits  derived,  and  also  recognizes  that  the 
evaluation  of  these  factors  necessarily  requires  estimates  and  judgment  by 
management. 

Inherent  limitations  which  should  be  recognized  in  considering  the  potential 
effectiveness  of  any  system  of  internal  accounting  control  include  errors  resulting 
from  misunderstanding  of  instructions,  mistakes  of  judgment,  carelessness  and  other 
personal  factors,  or  circumvention  of  control  procedures  by  intent  of  management  or 
collusion.  Further,  projections  of  internal  accounting  control  evaluations  are 
risky  because  changes  in  conditions  may  render  procedures  inadequate  and  the  degree 
of  compliance  with  such  procedures  may  deteriorate. 


COMMENTS  AND  RECOMMENDATIONS  (Continued) 

related  liability  are  not  reported  in  the  financial  statements.  According  to 
Section  yg-'+lOO),  R.C.M.  19^7,  an  agency  fund  was  established  which  Is  to  be 
used  to  account  for  monies  held  and  disbursed  by  the  State  as  custodian. 

Since  the  amount  in  the  patient  accounts  at  June  30,  1975,  was  approximately 
$68,000  and  total  receipts  and  disbursements  during  the  year  were  over  $120,000, 
there  should  be  an  agency  fund  established  within  the  SBAS.   Along  with  the  agency 
fund,  the  hospital  could  continue  to  keep  manually  prepared  records  of  individual 
patient  account  balances. 

A  contingent  revolving  fund  bank  account  was  maintained  in  a  Deer  Lodge 
bank  and  originated  by  an  advance  of  $3,000  from  the  State  Treasurer.   At  the  3nd 
of  a  month,  a  list  of  claims  based  on  amounts  disbursed  from  this  account  was  drawn 
and  a  warrant  transmittal  form  was  prepared.   After  the  necessary  procedures  had 
been  followed,  a  state  warrant  was  issued  and  subsequently  deposited  to  reimburse 
the  revolving  fund  account  to  its  original  balance.   The  function  of  this  account 
was  to  have  available  a  ready  source  of  funds  to  pay  claims  presented  on  demand. 

At  the  beginning  of  the  197^-75  fiscal  year,  the  State  Legislature  decided 
after  some  discussion  to  place  the  primary  location  for  the  Alcoholism  Treatment 
Services  Center  at  the  Galen  State  Hospital  instead  of  at  the  State  Hospital  at 
Warm  Springs.   Another  bank  account  transferred  to  the  hospital  with  the  move  of 
the  Alcoholic  Treatment  Program.   The  purpose  of  this  bank  account  was  to  receive 
the  monies  derived  from  vending  machine  and  magazine  sales  and  to  disburse  amounts 
to  purchase  vending  machine  items  such  as  cigarettes  and  candy  and  newspapers. 
This  bank  account  has  since  been  closed. 

Recommenda t  ion : 

We  recommend  that  the  hospital: 

1.   Request  that  the  Department  of  Administration  establish  an  agency 
fund  to  account  for  the  deposit  of  monies  belonging  to  hospital 
pat  i  ents. 


COMMENTS  AND  RECOMMENDATIONS  (Continued) 

2.   Deposit  all  patient  monies  into  the  State  Treasury  account 
established  within  the  agency  fund. 

Deceased  Patients'  Monies 

Patients  also  have  money  in  their  accounts  at  the  time  of  their  death.   This 
situation  creates  problems  for  the  officials  of  the  hospital  regarding  what  to  do  with 
deceased  patients'  monies  derived  from  Social  Security.   According  to  Social  and 
Rehabilitation  Services,  the  monies  should  be  turned  over  to  the  Deer  Lodge  County 
Administrator.   At  the  time  of  our  examination,  these  monies  were  held  in  the 
patients'  bank  account. 

Recommendat  ion : 

We  recommend  that  the  hospital  comply  with  the  directives  from 

Social  and  Rehabilitation  Services  regarding  deceased  patients'  Social 

Secur i  ty  moni  es. 

Cash  on  Hand 

Cash  on  hand  is  comprised  of  many  various  cash  funds.   The  main  office  has 
a  petty  cash  fund  of  $50  while  around  the  hospital  there  are  many  cash  funds.   There 
is  cash  received  from  the  crafts  program  and  this  cash  is  subsequently  deposited  in 
a  State  depository  along  with  cash  received  from  meals  sold  to  nonemployees  of  the 
hospital.   This  money  is  usually  deposited  on  a  monthly  basis,  depending  on  the 
amounts  received.   The  other  cash  funds  are  at  the  Alcoholism  Treatment  Services 
Center.   There  are  three  change  funds,  a  petty  cash  fund,  and  three  separate  cash 
on  hand  funds  which  are  derived  from  vending  machine  and  newspaper  sales.   At  the 
time  of  our  review,  the  total  cash  counted  at  the  Alcoholism  Treatment  Center  was 
$227-10.   internal  control  over  this  cash  on  hand  is  weak  in  that  the  various  funds 
are  in  different  locations,  more  than  one  person  has  access  to  this  cash  at  any 
given  time,  and  there  are  no  cash  receipts  being  recorded  on  the  sales.   For  exam- 
ple, there  is  a  change  fund  and  cash  from  sales  at  the  nurses'  station  and  similar 
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COMMENTS  AND  RECOMMENDATIONS  (Continued) 

cash  funds  in  the  office  of  the  director  of  the  Alcoholic  Program,   Since  there 
were  no  cash  receipts  being  used,  the  amounts  deposited  In  the  bank  constitute  the 
only  available  evidence  of  cash  received  from  sales, 
Recommendat  ion : 

We  recommend  that  the  hospital: 

1.  Maintain  one  change  fund  at  the  Alcoholism  Treatment  Center. 

2.  Receive  cash  from  the  Alcoholism  Services  Center  on  a  regular 
timely  basis  and  a  receipt  be  obtained  and  filed  by  the  Alcoholism 
Treatment  Program. 

3.  Make  deposits  on  at  least  a  weekly  basis  or  when  the  amounts 
collected  exceed  $100  (see  Montana  Administrative  Manual, 
Section  2:1200.20,  Volume  II). 

PERSONAL  SERVICES 

On  the  whole,  payroll  procedures  appeared  to  be  excellent  and  conscientiously 
applied.   However,  there  are  a  few  weaknesses  which  bear  mention. 

The  payroll  is  prepared  every  other  week  on  the  basis  of  hourly  time  summaries 
completed  each  pay  period  by  departmental  supervisors.   Employees  are   paid  an  hourly 
rate  based  upon  their  classification  according  to  the  State  Personnel  Division,  as 
well  as  differentials  and  longevity  rates. 

There  is  currently  no  policy  in  effect  requiring  that  time  sheets  be  signed 
either  by  supervisors  or  by  employees.   Also,  since  these  time  sheets  are  prepared 
in  summary  form  by  the  supervisors  on  a  periodic  basis,  omissions,  errors  and  cor- 
rections as  to  number  and  type  of  hours  reported  (i.e.  sick  leave,  regular,  holiday, 
overtime)  are  common.   If  hours  were  reported  on  a  daily  basis  and  signed  by  each 
employees'  supervisor  at  the  time,  this  problem  should  be  alleviated.   Summarization 
and  approval  by  the  department  head  each  pay  period  would  then  not  only  be  easier,  but 
would  also  be  documentar i 1 y  supported. 


COMMENTS  AND  RECOMMENDATIONS  (Continued) 

Warrant  D  i  s tr i  but  ion 

Effective  internal  control  over  payrolls  includes  separation  of  the  functions 
of  payroll  preparation  and  warrant  distribution. 

Currently,  both  functions  are  performed  by  the  payroll  clerk.   in  our  opinion, 
this  practice  centers  too  much  control  in  the  hands  of  one  individual. 

Payroll  Deductions  and  Accrued  Benefits 

State  law  requires  that  PERS  (Public  Employees  Retirement  System)  deductions 
be  made  from  the  first  day  of  employment.   Because  of  the  large  employee  turnover, 
the  institution  has  made  it  a  practice  on  some  employees  to  deduct  initial  PERS 
contributions  only  after  30  days  of  employment.   From  the  standpoint  of  expediency, 
this  is  a  good  practice,  but  it  does  violate  the  State's  mandate. 

Also,  accrued  sick  leave  should  be  credited  each  pay  period  in  accordance 
with  Section  59-1008,  R.C.M.  19^+7  and  Section  1-030^.7^  of  the  Montana  Administrative 
Manual.   The  institution  has  accrued  sick  leave  on  a  montly  basis,  again  for  expedi- 
ency.  The  payroll  clerk  stated  that  a  directive  has  been  issued  waiving  this  require- 
ment, but  it  could  not  be  found. 

Written  Employment  Agreements 

Initial  employment  authority  is  apparently  enjoyed  by  the  department  heads, 
with  final  approval  exercised  by  the  administrator  of  the  hospital.   There  is,  however, 
no  written  documentation  to  support  these  authorities  and  it  is  thus  unclear  where 
the  ultimate  responsibility  and  authority  lie. 

Pay  rate  and  status  changes  are  implemented  in  two  events:   (1)  automatic 
upon  anniversary  dates,  and  (2)  upon  official  notice  from  the  State  for  general 
increases.   Documentation  is  good  as  to  individual  amounts  paid,  but  authority 
and  approval  for  such  amounts  is  not  readily  apparent.   For  example,  there  is  no 
formally  signed  authorization  in  each  individual's  file  to  support  rate  increases. 
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Rather,  increases  are  merely  noted  on  the  employee's  summary  card  and  the  source 
documentation  for  such  increases  consists  of  rate  schedules  provided  by  the  State. 
In  order  to  verify  the  propriety  of  the  rates,  one  must  carefully  analyze  the  en- 
tire file  in  an  attempt  to  determine  the  proper  classification  for  reference  to 
the  rate  schedule.   The  information  and  authorizations  are  maintained  in  the  Central 
Payroll  Division  office  in  Helena,  however. 

Estimated  Payroll  Preparation 

As  was  mentioned  earlier,  numerous  adjustments  are  made  to  subsequent  payrolls 
due  to  errors  and  omissions  in  reporting  the  number  and  classification  of  he  .s  worked 
by  i  nd  i  vi  dua 1 s . 

The  primary  reason  for  this  problem  is  the  Central  Payroll  Division's  Monday 
deadline  for  payroll  information  pertaining  to  the  pay  period  ending  the  preceding 
Friday.   In  order  to  meet  this  deadline,  the  payroll  clerk  and  department  heads 
must  anticipate  the  hours  which  will  be  worked  for  the  last  few  days  of  the  pay 
period  and,  of  course,  mistakes  are  the  natural  result  of  such  estimates.   If  an 
employee  terminates  during  these  estimated  days,  the  institution  is  then  faced  with 
the  prospect  of  recovering  the  overpayment  from  that  individual  and  making  th« 
necessary  accounting  adjustments.   (However,  this  has  not  ocurred  to  date  becau; 
the  payroll  clerk  has  been  able  to  call  Helena  in  time  to  stop  a  check  from  being 
i  ssued. ) 

This  system  is  highly  undesirable  and  inefficient;  yet,  it  is  the  only  work- 
able solution  for  the  institution  in  order  to  meet  the  Monday  deadline. 

Thus,  the  problem  is  given  rise  by  the  deadline  itself,  and  our  recommendation 
directs  itself  to  the  Central  Payroll  Division  rather  than  to  Galen  State  Hospital. 


le 
jse 


Recommendat i  on ; 


We  recommend  that  the  hospital 
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COMMENTS  AND  RECOMMENDATIONS  (Continued) 

1.  Require  a  daily  record  of  hours  worked  by  each  employee  and  that 
these  be  signed  by  the  individual  employees'  supervisor  and  the 
payroll  summary  be  signed  by  the  department  head. 

2.  Separate  the  functions  of  payroll  preparation  and  warrant 
d  i  s tr I  but  i  on. 

3.  Deduct  PERS  contributions  from  the  first  day  of  employment  for 
each  i  nd  i  vi  dua 1 . 

h.      Accrue  sick  leave  in  accordance  with  legal  and  regulatory  re- 

qui  rements . 
5.   Keep  signed  payroll  rate  increase  authorizations  in  employee 

personnel  files. 

We  recommend  that  the  Department  of  Administration  and  State  Auditor's 
office  change  the  Central  Payroll  Division's  procedures  in  order  to 
effect  a  more  realistic  deadline  for  submission  of  payroll  information 
in  order  to  eliminate  estimated  payroll  preparation  by  State  agencies. 

Expend  i  tures 

Control,  classification,  and  reporting  of  expenditures  appears  to  be  reasonable 

and  sound.   The  few  deficiencies  noted  in  this  regard  are  as  follows: 

1.  Travel :   Whenever  possible,  it  is  the  institution's  practice  to 
comply  with  State  policy  that  State,  rather  than  private  vehicles 
be  used  for  travel  in  connection  with  State  business.   Our  tests 
revealed  that  most  of  the  time  private  vehicles  are  used.   The 
reason  given  for  this  is  that  the  institution  tries  to  keep  one 
vehicle  on  the  grounds  for  emergency  ambulance  use,  and  the  other 
vehicle  suitable  for  most  State  travel  is  constantly  being  used. 
Thus,  a  State  vehicle  is  not  generally  available  for  most  employees. 
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COMMENTS  AND  RECOMMENDATIONS  (Continued) 

Documentation  for  this  was  not  included,  however,  stating 
the  reason  for  use  of  a  private  vehicle, 
2.  Expenditure  Approval:   Expenditure  approval  for  local  purchases  is 
performed  by  the  storeskeeper  who  receives  the  majority  of  purchases 
delivered  to  the  institution.   Other  authorization  consists  of  the 
signatures  of  the  individuals  authorized  to  sign  the  transfer  warrant 
claims  and  the  requisitions. 

Recommends t  ion; 

We  recommend  that  the  hospital: 

1.  Include  documentation  on  travel  vouchers  as  to  the  choice  of 
vehicle  whenever  a  private  vehicle  is  used  in  conducting  State 
bus  i  ness. 

2.  Require  that  invoices  for  local  purchases  be  approved  and  initialed 
for  payment  by  someone  other  than  the  storeskeeper. 

Fixed  Assets 

Our  examination  of  control,  recording,  and  reporting  procedures  over  fixed 
assets  showed  this  to  be  an  area  of  considerable  weakness. 

The  institution  has  a  tremendous  capital  outlay,  but  records  keeping  has  been 
poor.   What  has  been  done  in  this  regard  has  been  due  largely  to  the  industrial  (and 
cost-oriented)  background  of  the  institution's  accountant,  and  to  the  requirements 
of  th i rd-party-reimbursers  such  as  Medicare  and  Medicaid. 

Our  tests  indicate  that  physical  control  over  fixed  assets  is  seriously 
deficient  and  that  dollar  value  cost  figures  are  unreliable.   It  was  thus  impossible 
to  arrive  at  a  reasonable  estimate  of  the  amount  of  money  represented  in  this  regard. 

Acquisition  of  fixed  assets  is  subject  to  fairly  effective  control.   Expen- 
ditures are  made  within  budgetary  constraints  and  a  sound  separation  of  duties 
exists  between  the  receiving  and  recording  functions.   (However,  as  in  our 
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COMMENTS  AND  RECOMMENDATIONS  (Continued) 

observations  of  expenditures  approval,  the  storeskeeper  both  receives  the  items 
and  approves  payment  of  invoices,  subject  to  administrative  reviev-;  and  authorized 
signature  on  the  transfer  warrant  claim.) 

One  problem  in  the  purchasing  function,  however,  is  inherent  In  the  system 
itself.   Budgets  for  capital  expenditures  are  prepared  three  years  in  advance. 
Flexibility  in  prices  is  provided  by  the  system,  but  not  in  the  items  themselves. 
Thus,  we  found  that  the  items  actually  purchased  bore  little  resemblance  to  those 
itemized  in  the  original  budget  request. 

This  is  not  a  violation  of  legal  or  administrative  regulaions.   However, 
this  is  a  serious  weakness  in  the  system,  as  it  encourages  inflated  estimates  of 
projected  capital  requirements  by  department  heads  in  order  to  cover  contingencies. 
Also,  there  is  little  use  for  capital  budgets  which  are  not  subsequently  followed. 
Responsibility  by  administrative  personnel  is  undermined  when  the  system  allows  the 
substitution  of  funds  appropriated  for  another  expenditure  classification. 

From  the  point  of  receipt  and  initial  recording  of  the  assets,  control  and 
accountability  degenerates.   Physical  inventories  are  taken  annually;  however,  it 
is  difficult  to  ascertain  that  these  are  accurate,  in  view  of  the  fact  that  assets 
lose  their  specific  identities  as  soon  as  they  are  placed  on  the  grounds.   No  num- 
bers are  currently  assigned,  so  items  are  identified  merely  in  generally  descriptive 
terms,  such  as  "100  folding  chairs." 

Our  tests  indicated  that  many  items  cannot  be  specifically  located.   This 
affords  considerable  opportunity  for  substitution  and  theft.   Also,  disposition 
and  transfer  of  assets  is  poorly  documented  and  controlled. 

A  large  amount  of  capital  items  are  located  in  private  residences.   These 
residences  are  provided  free  of  charge  to  doctors  and  administrative  personnel  as 
an  employment  incentive.   Control  over  these  assets  deteriorates  once  the  item  has 
been  placed  in  the  house.   No  written  agreements  exist  regarding  the  use  of  these 
items,  nor  of  their  receipt. 


COMMENTS  AND  RECOMMENDATIONS  (Continued) 

Our  inspection  of  the  records  which  are  kept  for  Fixed  assets  revealed 
records  on  pri va tei y-owned  items  as  well.   We  see  no  reason  for  this. 

The  administration  indicates  their  intent  to  improve  procedures  for  control 
of  fixed  assets.   Negligence  in  this  respect  can  be  directly  attributed  to  the 
fact  that  standard  cost  accounting  techniques  for  capital  expenditures  are  not 
implemented  in  governmental  accounting  systems.   It  is  our  understanding  that  the 
Statewide  Budgeting  and  Accounting  System  is  currently  being  reviewed  vyi th  an  eye 
toward  remedying  this  deficiency.   Until  this  is  accomplished,  little  can  be  done 
to  enforce  better  accountability  in  this  vital  area  of  operating  efficiency. 

Recommendation : 

We  recommend  that  the  hospital: 

1.  Implement  a  numbering  system  to  provide  specific  identification 
of  individual  capital  items. 

2.  Establish  schedules  to  provide  an  objective  indication  of  age, 
estimated  useful  life,  and  value  of  an  item  to  aid  in  determining 
whether  or  not  its  disposition  is  reasonable. 

3.  Obtain  authorization  and  update  the  records  prior  to  transferring 
property  from  one  location  to  another  and  secure  v/ritten  acknowl- 
edgement from  the  transferee  that  the  transaction  actually  has 
occurred. 

h.      Account  for  all  discrepancies  between  beginning  and  ending 

inventories.   Remove  all  cards  for  items  disposed  of  and  keep 
in  a  separate  file.   Reconcile  physical  inventories  to  capital 
records . 

5,  Establish  a  dollar  value  and  physical  count  for  all  property, 
plant,  and  equipment  currently  on  hand,  and  develop  a  journal 
entry  to  place  this  on  the  books  to  be  incorporated  into  SBAS 
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COMMENTS  AND  RECOMMENDATIONS  (Continued) 

when  the  system  has  developed  such  capability.   Such  accounts 
should  be  updated  as  acquisitions  and  dispositions  occur. 

6.  Implement  an  effective  system  for  all  dispositions  of  fixed 
assets. 

7.  Ensure  proper  examination  and  authorization  of  Invoices  for 
payment  by  someone  other  than  the  storeskeeper . 

8.  Implement  written  policies  and  agreements  with  employees  entrusted 
with  State  property  for  their  private  use  and  acknowledgment  of 
receipt  of  such  property. 

9.  Delete  privately-owned  items  from  the  records. 

We  recommend  that  the  Governor's  Office  of  Budget  and  Program  Planning 
establish  more  realistic  guidelines  for  budget  preparation,  providing 
the  flexibility  required  by  agencies  in  order  to  bring  budgetary  es- 
timates into  better  alignment  with  their  actual  needs. 

Inventories 

Most  inventories  are  recorded  on  a  perpetual  basis.   Food  inventories  are 
physically  counted  once  a  month  and  linen  and  janitorial  supplies  are  counted  be- 
fore each  order  requisition. 

Most  items  are  ordered  by  the  departments  using  them,  but  a  central  stores- 
keeping  system  is  utilized  only  for  food,  linen,  and  janitorial  supplies. 

A  sound  separation  of  the  purchasing,  receiving,  and  recording  functions 
exists  in  most  instances.   However,  there  are  two  major  areas  of  weakness. 

Approximately  once  per  week  the  regular  storeskeeper  does  not  perform  his 
customary  duties  of  receiving  all  purchased  items,  because  teamsters  pick  up  the 
items  and  deliver  them  directly  to  the  ordering  departments.   The  department  heads 
sign  for  the  delivery  and  the  invoice  is  forwarded  to  the  storeskeeper,  who  then 
prepares  the  requisition  from  the  information  on  the  invoice. 
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COMMENTS  AND  RECOMMENDATIONS  (Continued) 

This  practice  constitutes  a  breakdown  in  the  internal  control,  because  the 
independently  prepared  requisition  generally  serves  as  a  cross  check  for  the  in- 
voice.  Preparing  the  requisition  from  the  invoice  defeats  this  control  procedure. 
Too  much  reliance  is  thus  placed  upon  the  initialing  by  the  department  heads  to 
acknowledge  receipt  of  the  items. 

The  second  major  weakness  in  the  inventory  procedures  is  the  practice  of 
allowing  maintenance  personnel  to  "sign"  for  materials  and  tools  used  in  their 
work.   Often,  these  employees  are  busily  engaged  in  the  task  at  hand  and  the  re- 
cording of  items  removed  from  inventory  is  done  after  the  job  itself  is  finished. 
Thus,  the  likelihood  is  great  that  such  removals  will  not  be  recorded  at  all, 
whether  by  oversight  or  intent,  and  that  those  distributions  which  are  recorded 
will  be  i  naccurate. 

Recommendat  i  on : 

We  recommend  that  the  hospital: 

1.  Discontinue  the  practice  of  preparing  requisitions  from  invoices. 

2.  Establish  a  central  s toreskeepi ng  system  and  a  facility  for  all 
inventory  items,  removing  the  distribution  function  from  control 
of  those  who  use  the  items. 

REIMBURSEMENTS 

As  a  reduction  of  the  burden  on  the  taxpayers  of  the  State  of  Montana,  part 
of  the  costs  of  caring  for  and  treating  patients  are  reimbursed  to  the  State.   The 
reimbursements  are  in  the  form  of  Medicare,  Medicaid,  private  health  insurance,  and 
patients'  or  patients'  guardians'  monies.   Reimbursements  from  these  groups  are   col- 
lected by  the  Department  of  Institutions'  Reimbursement  Bureau,  which  also  makes 
similar  collections  for  other  institutions.   Approximately  $1,076,000  was  collected 
by  the  Reimbursement  Bureau  during  fiscal  year  197^-75  for  Galen  State  Hospital. 
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COMMENTS  AND  RECOMMENDATIONS  (Continued) 

Reimbursement  revenues  which  are  the  result  of  providing  care  and  treatment 
to  patients  in  the  individual  institutions  are  currently  being  reported  as  revenues 
in  the  Statevjide  Budgeting  and  Accounting  System  (SBAS)  for  the  Department  of 
Institutions  rather  than  the  individual  institution.   Also  reported  in  this  manner 
are  the  expenses  incurred  in  collecting  these  reimbursements. 

Reconienda  t  ion : 

We  recommend  that  the  Department  of  Institutions  disclose  reimburse- 
ments collected  as  revenue  for  the  individual  institutions  and  allocate 
the  collection  costs  to  the  institutions  in  the  Statewide  Budgetip'^  and 
Accounting  System. 

Unbi 1 1 ed  Services 

The  Reimbursement  Bureau  has  not  billed  for  all  services  for  which  Medicaid 
and  Medicare  reimbursements  could  be  obtained.   Two  of  the  most  important  unbilled 
services  which  could  be  billed  are  doctors'  visits  and  drugs.   Doctors'  visits  pre- 
sents no  major  administrative  or  information  problem  and  is  currently  being  studied 
by  the  Reimbursement  Bureau  along  with  the  hospital.   However,  the  administrative 
and  information  problems  with  drug  reimbursements  are  major.   In  the  past,  it  has 
been  the  opinion  of  the  management  of  the  hospital  that  ccst  of  adopting  certain 
administrative  procedures  vjould  outweigh  the  benefits  derived  therefrom.   However, 
in  fiscal  year  197^-75,  approximately  $37,600  was  expended  on  drugs.   Although  only  a 
percentage  of  this  $37,600  could  be  reimbursed,  the  amount  of  possible  reimbursement 
should  be  evaluated  on  at  least  a  semiannual  basis  to  determine  if  it  would  be 
economically  feasible  to  bill  for  drugs. 

Recommenda  t  i  on : 

1.   We  recommend  that  the  hospital  evaluate  on  a  semiannual  basis  the 

drug  reimbursement  possibility  and  inform  the  Department  of  Institu- 
tions of  doctors'  visits  to  patients  which  are  reimbursable. 
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COMMENTS  AND  RECOMMENDATIONS  (Continued) 

2.   We  recommend  that  the  Department  of  Institutions  bill  the  Medicaid 
and  Medicare  programs  for  doctors'  visits  and  for  drugs  when  it 
becomes  feasible  for  such  reimbursement, 

Pr i  vate  Bill! ngs 

The  Department  of  Institutions  is  required  under  Section  8O-I603,  R.C.M. 
I9U7  to  charge  each  patient  or  responsible  party  for  each  patient  for  all  the  care 
and  treatment  provided  by  the  hospital.   The  law  provides  that  the  department  con- 
duct financial  investigations  and  assess  the  patient  or  responsible  party  based  upon 
their  ability  to  pay.   Towards  this  end,  the  Reimbursement  Bureau  has  a  financial 
statement  either  completed  by  the  patient  or  a  responsible  party.   Hovjever,  if  an 
investigation  has  already  been  done  by  an  eligibility  technician  of  the  Department 
of  Social  and  Rehabilitation  Services  and  the  patient  has  no  private  sources  of  reim- 
bursement--ei ther  personal  money,  monies  from  responsible  parties,  or  private  health 
i nsurance--tlien  no  financial  investigation  will  be  performed  by  the  Reimbursement 
Bureau.   Consequently,  these  patients'  files  will  not  contain  evidence  that  a  com- 
plete investigation  has  been  made.   In  these  cases,  it  has  been  noted  that  a  second 
investigation  on  these  patients  would  be  inefficient.   Since  the  information  ob- 
tained by  an  elegibility  technician  of  Social  and  Rehabilitation  Services  is  confi- 
dential  and  since  the  Reimbursement  Bureau  cannot  invade  that  privacy,  and  since 
a  second  financial  investigation  of  a  patient  would  be  uneconomical,  the  Reimburse- 
ment Bureau  should  obtain  a  letter  from  the  eligibility  technician  indicating  that 
an  examination  has  been  done  and  the  results  of  the  said  examination.   This  copy 
should  be  placed  into  a  permanent  file  kept  on  each  patient. 

Recommenda  t  i  on : 

We  recommend  that  the  Reimbursement  Bureau  have  clear-cut  evidence 
that  a  financial  examination  of  all  patients  has  been  performed  and  kept 
in  a  permanent  file  kept  on  each  patient. 

]'4 


COMMENTS  AND  RECQMHENDATI ONS  (Continued) 

Bui Idi  nq   Standards 

As  of  January  I,  1975,  tv;o  of  the  hospital's  units  v;ere  declared  uncertified 
for  Medicaid  and  Medicare.   Since  Medicaid  and  Medicare  regulations  require  that 
health  care  buildings  meet  certain  standards  and  since  there  are  tvjo  units  which 
have  not  met  these  standards  at  the  hospital,  there  is  a  resulting  revenue  loss. 
According  to  unaudited  information  obtained  from  the  Reimbursement  Division,  at 
least  $12,69^.81  is  being  lost  monthly  from  one  of  these  units.   Also,  the  cost  to 
upgrade  this  facility  has  been  estimated  to  be  $1^0,000  which  indicates  a  realistic 
and  worthwhile  goal  and  project  to  attempt. 

Recommendation : 

We  recpmmend  that  the  hospital  review  the  feasibility  of  making  the 
capital  improvements  needed  to  qualify  uncertified  buildings  for 
Medicaid  and  Medicare  requirements. 

Legal  and  Administrative  Compliance  and  Control 

In  addition  to  the  specific  situations  we  have  observed  in  connection  with 
the  balance  sheet  and  expenditure  items,  we  noted  the  following  v^i th  respect  to 
effectiveness  and  compliance  with  regulatory  requirements. 

Contracts  for  outside  medical  services  from  various  doctors  sre    signed  and 
the  agreements  stipulate  the  payment  of  fees  according  to  the  rate  schedule  contained 
in  the  Montana  Physicians  Service  Schedule. 

The  hospital  is  doing  a  commendable  job  of  staying  within  appropriation  limits 
and  the  prescribed  expenditure  procedures  designated  by  statute.   In  addition,  the 
budget  preparation  process  includes  input  from  the  department  heads,  doctors,  and 
the  general  services  and  physical  plant  manager  along  with  the  administrator  and 
chief  fiscal  accountant. 
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COMMENTS   AND   RECOMMENDATIONS    (Continued) 


Concl us  ion 


The  contents  of  this  report  have  been  reviewed  with  the  superintendent  and 
pertinent  members  of  his  staff  along  with  a  representative  of  the  Department  of 
Institution's  Reimbursement  Bureau.   The  institution's  full  written  response 
follovys  the  financial  statement  section  of  our  report.   We  would  like  to  extend 
our  appreciation  for  the  cooperation  extended  by  all  of  those  involved  during  the 
course  of  our  engagement. 


^^^*^,'/^^ 


December  30,  1975 
Missoula,  Montana 
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Dobbins,  McGrGW  &  Mi  Jone 
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State  of  Montana 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana   59601 

We  have  examined  the  financial  statements  of  the  various  funds  listed  in  the 
foregoing  table  of  contents  of  the  Galen  State  Hospital  (an  institution  of 
the  State  of  Montana)  for  the  year  ended  June  30,  1975.   Our  examination  was 
made  in  accordance  with  generally  accepted  auditing  standards  and  the  "Audit 
Guide  and  Standards  for  Revenue  Sharing  Recipients"  issued  by  the  Office  of 
Revenue  Sharing,  U.  S.  Department  of  the  Treasury,  and  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other  auditing  procedures  as  we 
considered  necessary  in  the  circumstances. 

Galen  State  Hospital  has  not  maintained  a  complete  record  of  its  general  fixed 
assets,  and  accordingly  a  statement  of  general  fixed  assets,  required  by  gen- 
erally accepted  accounting  principles,  is  not  included  in  the  accompanying 
financial  statements. 

The  accompanying  financial  statements  do  not  include  approximately  $1,076,000 
in  revenues  nor  the  expenditures  incurred  in  the  collection  of  the  omitted 
revenue.   Also,  the  accompanying  financial  statements  do  not  report  approxi- 
mately $68,000  held  in  trust  by  the  hospital  nor  the  receipts  and  disburse- 
ments associated  with  this  money.   The  disclosure  of  these  items  is  required 
by  generally  accepted  accounting  principles. 

In  our  opinion,  because  of  the  material  effect  of  the  matters  discussed  in 
the  preceding  paragraph,  the  aforementioned  financial  statements  do  not 
present  fairly  the  financial  position  of  the  general  fund  at  June  30,  1975, 
nor  the  results  of  its  operations  for  the  year  then  ended.   However,  in  our 
opinion,  the  aforementioned  financial  statements  present  fairly  the  financial 
position  of  the  Interest  and  Income  (FPRA)  fund  and  the  Federal  Revenue  Sharing 
(FPRA)  fund  at  June  30,  1975,  and  their  results  of  operations  for  the  year  then 
ended  in  conformity  with  generally  accepted  principles  applied  on  a  basis  con- 
sistent with  that  of  the  preceding  year. 

The  accompanying  supplemental  schedule  listed  in  the  table  of  contents  is 
not  necessary  for  a  fair  presentation  of  the  financial  statements,  but  is 
presented  as  additional  analytical  data.   This  information  has  been  subjected 
to  the  tests  and  other  auditing  procedures  applied  in  the  examination  of  the 
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state  of  Montana 

Office  of  the  Leqislative  Auditor 

Page  7. 


tiiiancial  statements  mentioned  above  and,  in  our  opinion,  because  of  the 
effects  of  the  material  matters  discussed  in  the  second  preceding  paragraph, 
is  not  fairly  stated  in  all  material  respects  in  relation  to  the  financial 
statements  taken  as  a  whole. 


td<^£^^  '^<^Jl]Au^4  /^a^^u^ 


December  30,  1975 
Missoula,  Montana 
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EXHIBIT  A 


GALEN  STATE  HOSPITAL 
(An  Institution  of  the  State  of  Montana) 

Combined  Balance  Sheet 
June  30,  1975 


General     Interest  and     Federal  Revenue 
Fund       Income  (FPRA)    Sharing  (FPRA) 


ASSETS 


Revolving  Fund  Cash  $    3,000 

Cash  In  State  Treasury  $  3,062 

Accounts  Receivable  -  Dishonored 

Checks  36 

Encumbered  Appropriation  128,^92        S  622 

Total  assets  $  131,528      $  3,062          $  622 

LIABILITIES  AND  FUND  BALANCE 

Accrued  Support  Expenditures  $  128,373                       $  622 
Reserve  For  Contingent  Revolving 

Account  3,000 

Active  Cancelled  Warrant  Clearing  119 

Reserve  For  Dishonored  Checks  36 

Fund  Balance,  Exhibit  D  $  3,062  

Total  1 iabi 1 i  t  ies  and 

fund  balance  $  131,528      $  3,062           $  622 


The  accompanyi ny  notes  and  schedule  are  an  integral  part  of  these  financial 
statements. 
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EXHIBIT   B 


GALEN  STATE  HOSPITAL 
(An  Institution  of  the  State  of  Montana) 

Combined  Statement  of  Revenue  -  Budget  and  Actual 
Fiscal  Year  Ended  June  30,  1975 


General  Interest  and 

Budget  Fund  Income  (FPRA) 

Rental  Housing  Income       $  17,790  $  21,123 

Land  Lease  Income  1,^17         $   50 

Interest  Income  669 

Mi  seel  1 aneous 

Duplicating  1_5  1 5 

Total               $  17.790  $  22,555        $  719        $  5,^48^ 


Over 

(Under) 

Budget 

$  3,333 

1,^67 

669 

The  accompanying  notes  and  schedule  are  an  integral  part  of  these  financial 
statements . 
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EXHIBIT   C 


GALEN  ST''>TE  HOSPITAL 
(An  Institution  of  the  State  of  Montana) 


GENERAL  FUND 


Combined  Statement  of  Expenditures  Compared  With  Appropriatio n s 
Fiscal  Year  Ended  June  30,  1975 

1974  -  1975      Budqet       Total  .-expe-^cs 

Appropr  i  at  i  ons  Amendments   Ava  i  1  abl  e    Expend  i  tures    Ea1  aTe 


Administration  Program 

Personal  services     $ 
Operating  expenses 
Total  per  program 
Care  And  Treatment  Program 
Personal  services 
Operating  expenses 
Capital  expenditures 
Total  per  program 
General  Services  And 
Physical  Plant  Program 
Personal  services 
Operating  expenses 
Capital  expenditures 
Total  per  program 
Alcoholism  Services 
Program 
Personal  services 
Operating  expenses 
Capital  expenditures 
Total  per  program 
Tota 1 s  for  genera  1 
fund  $ 


1 13,006 

$   12.053 

$    125,059 

$   125,774 
(2,243) 
123,531 

$    (715) 
2.243 

1 13,006 

12,053 

125,059 

1  ,528 

538,145 
131,721 

236,925 

775,070 
131,721 

751,372 

85,702 

2,818 

839,892 

23,698 

46,019 
(2,818) 

669,866 

236,925 

906,791 

66,899 

165,356 

378,972 

17,000 

106,587 
21,470 

271,943 

400,442 

17,000 

689,385 

437,563 

231,838 

7,919 

677,320 

.'165,620) 
1  68 , 604 
9,081 

561,328 

128,057 

12,065 

- 

itl^,933 

92,596 

2,004 

509,533 

$  886^568 

414,933 

92,596 

2,004 

509,533 

$  2,230,768 

439,243 

66,605 

1,972 

507,820 

$  2,148,563 

(24,310) 
25,991 
32 

- 

1.713 

1,344,200 

$  82,205 

FEDERAL  REVENUE  SHARING  (FPRA) 


Administration  Program 

Personal  services     $ 
Operating  expenses 
Capital  expenditures 
Total  per  program 
Care  And  Treatment  Program 
Persona]  services 
Operating  expenses 
Total  per  program 
General  Services  And 
Physical  Plant  Program 
Personal  services 
Total  per  program 

Alcoholism  Services 
Program 
Personal  services 
Operating  expenses 
Capital  expenditures 
Total  per  program 
Tota 1 ?  for    revenue 
S  h  a  r  i  n  q  f  u  n  d      $ 


12,771 

20,789 

2,360 

35,920 

343,279 
131,721 
475,000 


475,000 
475.000 


,920 


$ 


12,771 

20,789 

2,360 


35, 

,920 

343, 
131  . 

,279 
,721 

475, 

,000 

475 

,000 

475 

,000 

2,554 

29,487 

3,204 

35,245 

474,994 

474,994 


474,995 
474,995 


$   10.217 
(8,698) 
(844) 
675 


131,715) 
131.721 
6 


20,000 

$  . 

20,000 

$  _ 

12,460 
4,412 
3,128 

20,000 

1 ,005,234 

$ 

(12.460) 
15,588 
(3,128) 

20,000 

20.000 
1 ,005,920 

- 

20,000 

686 

The  accompanying  notes  and  schedule  are  an  integral  part  of  these  financial  statements, 
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EXHIBIT   D 


GALEN  STATE  HOSPITAL 
(An  Institution  of  the  State  of  Montana) 

Combined  Statement  of  Changes  in  Fund  Balance 
Fiscal  Year  Ended  June  30,  1975 


Balance,  July  1  ,  197^+ 

Receipts  And  Additions 

Appropriation  from  general 

fund 
Revenue  sharing  trust  fund 
Revenue  and  income,  Exhibit  B 
Revenue  adjustments 

Total  beginning  balance 
and  add  i  t  ions 

Deduct  ions 

Expenditures,  Exhibit  C 
Revenue  and  income  deposited 

in  the  State  general  fund 
Revers  ions 

Total  deductions 

Balance,  June  30,  1975 


General      Interest  and     Federal  Revenue 
Fund        Income  (FPRA)    Sharing  (FPRA) 


$  2,230,768 
22,555 

2,253,323 

2,1^+8,563 

22,555 

82,205 

2,253,323 


$  2,307 


719 
36 


3,062 


$  1,005,920 

1.005,920 
1,005,23^ 

686 
1  ,005,920 


$  3,062 


The  accompanying  notes  and  schedule  are   an  integral  part  of  these  financial 
statements. 
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GALEN  STATE  HOSPITAL 

NOTES  TO  THE  FINANCIAL  STATEMENTS 
Fiscal  Year  Ended  June  30,  1975 

SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 
Basis  of  Account  i  ng 

The  various  funds'  books  are  maintained  on  the  modified  accrual  basis  of 
accounting.  Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues  are 
recorded  when  received  in  cash.  At  the  end  of  a  fiscal  year,  all  valid  obliga- 
tions against  an  appropriation  are  to  be  accrued  as  expenditures  as  provided  by 
the  law."   (Montana  Admini strative  Manual ,  2-02^0.^0) 

Inventories 


The  supplies  of  the  various  funds  are  treated  as  expenditures  when  incurred 
and  consequently  there  is  no  formal  inventory  of  supplies. 

General  Fixed  Assets  And  Depreciation 

General  fixed  assets  purchased  are  recorded  as  expenditures  in  the  various 
funds  at  the  time  of  purchase.   Such  assets  are  not  capitalized  at  cost  in  a 
general  fixed  assets  group  of  accounts  and  depreciation  is  not  provided  on 
general  fixed  assets. 

Vacation  and  Sick  Pay 

Liabilities  incurred  because  of  unused  vacation  and  sick  pay  by  employees 
are  not  recorded.   The  related  expenditure  is  recorded  when  paid.   Permanent 
employees  are  allowed  to  accumulate  and  carryover  a  maximum  of  two  years  vaca- 
tion into  a  new  calendar  year.   Upon  termination,  qualifying  permanent  employees 
having  unused  accumulated  vacation  and  sick  leave  (on  a  25X  basis)  are  redeemed 
in  cash.   The  amount  of  liability  associated  with  unused,  accumulated  vacation 
and  sick  leave  at  June  30,  1975,  was  not  readily  determinable. 
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NOTES  TO  THE  FINANCIAL  STATEMENTS  (Continued) 


Ret  i  rement  P I ans 


Employees  at  Galen  State  Hospital  are  covered  by  Public  Employees  Retire- 
ment System,   This  contributory  retirement  plan  involves  matching  amounts  paid 
by  the  eligible  employee  and  employer.   The  Galen  State  Hospital  contributions 
into  the  plan  for  the  fiscal  year  ended  June  30,  1975,  were  $106,12'+. 

Note  1  -  Accrued  Support  Expenditures 

Accrued  support  expenditures  are  obligations  of  the  hospital  and  are 
current  at  year  end.   Included  within  the  accrued  support  expenditures  is 
approximately  $92,500  in  payroll,  payroll  deductions,  and  payroll  taxes. 

Note  2  -  Contingent  Liabilities 

At  the  present  time  there  is  one  law  suit  pending  and  one  Tort  Claim 
on  file  against  the  Galen  State  Hospital  and  the  State  of  Montana,   The  insur- 
ance company  for  the  State  has  turned  representation  on  the  civil  litigation, 
filed  in  Silver  Bow  County,  over  to  a  Butte  law  firm.   No  opinion  has  been 
received  from  counsel  regarding  the  outcome  of  this  litigation  which  has  a 
prayer  of  $150,000.   Also,  there  has  been  no  other  action  concerning  the 
Tort  Claim.   The  claim  is  for  $250,000  in  general  damages  plus  $50,000  for 
medical  bills  and  loss  of  earnings. 
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Schedule  1 


GALEN  STATE  HOSPITAL 

Statement  of  Expenditures  By  Program 
Fiscal  Year  Ended  June  30,  1975 


General 

Care  and      Services  Alcoholism 

Administration   Treatment    and  physical  Services 

Program        Program    Plant  Program  Program      Tota 


Personal  Services 

Salaries  $  110,222  $  1,0^3,050  $    775,2^43  $  379,OUi+  $  2,307,559 

Employees'  benefits  l8, 105  183, 3l6  137.315  72,660  k] 1 ,396 

Total  128,327  1,226,366  912,558  ^51,70^  2,718,955 


Operating  Expenses 

Contracted  services 

5,81^ 

6,255 

1  ,101 

8,139 

21,309 

Supplies  and  materials 

3,8^9 

77,390 

123,097 

37,659 

241,995 

Commun  i  cat  ions 

10,715 

- 

- 

2,000 

12,715 

Travel 

l,2i+8 

1,8^46 

367 

1,052 

4,513 

Rent 

3,307 

21 

- 

6^5 

3,973 

Repairs  and  maintenance 

1,617 

5 

25,755 

314 

27,691 

Uti 1 ities 

- 

- 

81,^453 

20,9^3 

102.396 

Other  expenses 

69^ 

185 

65 

265 

1  ,209 

Total 

27,24i+ 

85,702 

231,838 

71,017 

415,801 

Equi  pment 

3,204 

2,818 

7,919 

5,100 

19,041 

Total  expenditures 

by  program      $   158,775    $  1,314,886   $  1,152,315   $  527,821   $  3,153,797 
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Legislative  Audit  Committee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  Montana   59601 

Gentlemen: 

We  have  reviewed  the  audit  report  prepared  by  Dobbins,  McGrew  and  Malone 
on  Galen  State  Hospital. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

The  auditor's  report  analyzes  expenditures  by  expenditure  identification 
and  therefore  reflects  overexpenditure  in  some  categories.   Reconcili- 
ation of  expenditures  indicates  conformity  with  total  appropriations. 
Compliance  with  total  appropriations  and  with  total  SBAS  Management 
regulations  is  reflected  in  the  agency  response. 

Our  response  to  the  recommendations  is  attached. 

Sincerely, 


C>-^<:>^ 


Robert  H.  Mattson 
Director 

RHM/jn 

Enclosure 
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AUDIT  REPORT 
Page  22 


CoiTiiuents : 

'i'hc  institution  fe.'^'ls  there  is  control  over  fixed  assets.   Records  are 
available  to  verify  all  such  assets  at  the  institution.   Periodic  in- 
ventories have  been  taken  annually,  and  perpetual  records  have  been 
maintained.   Thereby  the  institution  has  prepared  a  Statement  of  General 
Fixed  Assets  and  a  Schedule  of  General  Fixed  Assets  by  location  which 
are  enclosed  on  the  following  pages. 

Due  to  the  limited  time  available,  a  Statement  of  Changes  in  General 
Fixed  Assets  is  not  presented  but  could  be  compiled. 

The  auditor  has  issued  an  adverse  opinion  on  the  general  fund  financial 
statements  because  of  non-inclusion  of  two  items: 

1.  Reimbursement  expenditures  and  revenue  and 

2.  Agency  fund  transactions. 

In  compliance  with  legal  mandate  in  regard  to  reimbursement  revenue  and 
due  to  lack  of  legislative  appropriation  for  reimbursement  expenditures 
in  the  Institution,  and  because  the  agency  does  maintain  adequate 
records  and  accountability  for  patient  accounts  and  thereby  its  activi- 
ties could  be  included  in  the  financial  statements,  the  Department  of 
Institutions  feels  the  adverse  opinion  is  without  justification. 

Reimbursement  revenue  inclusion  is  addressed  by  the  agency  in  its  re- 
sponse to  the  auditor's  recommendation  on  Page  18.   An  Agency  Fund 
Balance  Sheet  is  included  in  this  agency's  response. 


=<?s^  ^ 


R.  F.   D.  NO.    1  —GALEN 
DEER  LODGE.   MONTANA  59722 

TEL;    I  40ft  >    693-2^81 


STATK-EMT  OF  (IZI>ful.4L  FTJCED  ASSETS 
A3  OF  JUNE  30,   1975 


FLXED  ASSETS 

Land  $     32A.y  502.15 

Buildijigs  3,9-^3,095.77 

Machinery  &  Appliances  385,470.32 

Hand  Tools  &  Petty  Equipment  96,137.51 

Furniture  &  Fixtures  265,962.65 

Library  &  Reference  Books  2, 243«85 

Scientific  Apparatus  10,081./4.5 

Linen,   Silver  &  China  8,601,07 

Improvements  Other  Than  Buildings  296,929.39 

TOTAL  GENERAL  FIXED  ASSETS  $5, 333. 022,. I6 

SOURCE  OF  FU^IDS  TO  ACQUIES  FIXED  ASSETS 

State  Funds  $1,345,260.39 

Various  Sources^  3,943,095.77 

Donations  /A. 668. 00 

TOTi^i  Iirv/ESTMENT  IN  GENERAL 

FIXED  ASSETS  $5.333*024.16 

1    Due  to  the  age  o£  most  of  the  buildings  and  lack  of  existing 
documentation  as  to  sources  of  funds,  an  exact  breakdown  of 
the  source  of  that  amount  is  not  available. 


iB  5 


(/} 


V.      CJ       _ 

c  = 
J  </5   O 


£■  e  o 

ra     V    o 


Cl, 

cn 
O 

K 

H 
< 

w 
< 


o 
.a 


5    S 


P3 


3 
V3 


o 

ro 

o 

c 

3 


O 


o     > 

°    C 
H    S    E 


■o     c 

a 
< 


U9 


01 


N 

03 

^T 

O) 

^ 

m 

in 

to 

•<r 

(O 

CO 

in 

r* 

O) 

en 

«— 

!55 

r^ 

r^ 

in 

u> 

r* 

•"t 

M 

<n 

o 

10 

01 

(M 

in 

M 

s 


03 

n 

(71 

in 

r- 

o 

u> 

CO 

CO 

CO 

CO 

00 


rg 

in 

CO 

"3- 

Cl 

o 

LO 

oo 

r^ 

(O 

r~ 

^ 

cn 

01 

CM 

ID 

r^ 

P^ 

03 

CSI 

01 

t 

^ 

CM 

r- 

U3 

O 

in 

in 

^ 

(D 

m 

?5 

oi 

CO 

oo 
o 
o 


o 

in 
o 

o 
o 

CM 

in 

CO 

in 

CM 

n 


»!• 

CO 

CO 

CD 

cn 

in 

r- 

CM 

o 

in 

CM 

Ol 

in 
cn 

ID 


CO 

o 

01 


Ol 

to 


in 


,-■       "^ 


01 

o> 

CO 

r» 

CO 

LO 


O) 


00 
o 

o 


CO 

CO 

CM 
CM 


CM 

to 
cn 

LO 
CO 
(M 


f- 

CM 

o 

in 

CM 

CM 

m 

m 

10 

t 

CO 

"3- 

CM 

(O 
<3- 
O 
CM 


Ol 

t 

o 

«3- 

cn 

in 

<!■ 

n 

(O 
01 


CM 

(O 

r~- 

CO 

r~ 

in 

01 

o 

t— 

t 

o 

Tf 

o 

<6 

CO 

CM 

r^ 

o 

r-. 

CM 

CM 

CO 

gj 

in 

«)• 

O 

t 

m 

to 

T- 

CM 

in 

in 


't 

o 

'I- 

cn 

o 

CO 

in 

ID 

<S1 

CO 

lU 

^ 

r^ 

01 

01 

1- 


rt 

CD 

OO 

f^ 

Ol 

t 

o 

Ol 

09 

CM 

o 

o 

CO 

01 

o 

o 

n 

o 

r~ 

Cl 

CO 

o 

<o 

CM 

ri 

Ol 

§ 

r- 

o 

03 

o 

CM 

a 

8 

T- 

^ 

CM 
O 


rg 
o 

in 


m 
u 

> 

DC 

-1 

< 

o 

U. 

< 

UJ 

_1 

O 

5 

CL 

n 

-J 
< 

O 

o 
u 

_l 

> 
< 

a. 

(/3 
Ul 

8 

o 

o. 

CO 

o 

_l 

< 

1- 

Q. 
HI 
lU 

03 

111 

> 

I 

_l 
_l 

a. 

03 

o 

o 

5 

id 

LU 

CC 

o 

LU 

lU 

lU 

li- 

X 

< 

o 

Q 

O 

H 

ce 

cc 

1- 

03 

Ol 

H 

HI 

> 

UJ 

DC 

< 

1- 

CO 

ca 

cc 

:?■. 

-1 

< 

lU 

_l 

2 

a. 

Z 

_j 

3 

< 

l- 

_J 

u 

? 

UJ 

CO 

< 

o. 

> 

lU 

< 

r 

h- 

X 

a. 

03 

U 

< 

K 
O 


'^•'1^=^ 


R.  F.   D.  NO     1  —  r.  VLEN 
DEER  LODGE.  MONf  ANA  59722 


TEL:    (  406  )   693-2281 


PATIENT  AGCOUJJT 
BALAMGE  SHEET 
JUNE  30,  1975 


ASSETS 


Cash  on  Hand  $         50.00 

Deer  Lodge  Bank  &  Trust 

Personal  Accounts  60,Z4.56»51 

Other  -  (Donations,  etc)              7,582.78 

TOTAL  ASSETS  $68.089.29 


LIABILITIES 


D'.ie  to  Residents: 

Active  $53,881.90 

Inactive  6,574.61 

Funds  held  for  benefit  of  Residents^  7,632.78 

TOTAL  LIABILITIES  $68.089.29 


1   See  attached  schedule  of  funds  held  for  ht-nefit  of  residents. 


R.  F.   D.  NO.    1  —GALEN 
DEER  LODGE.  MONTANA  59722 


TEL:    (  406  J   693-2281 


FUmS   HELD  FOR  BEMEFIT  OF  REoIDEOTS 
AS  OF  JUNE  30,  1975 


Kathy  Maddock  Memorial 

Earmarked  for  Inservice  Training 
Patient  Recreation  Fiind 
Veterans  Fund 


$       65.30 

3,^89.05 

124«81 


CAOTEEN  FUmS 


Custodial  Men's  Fund 
Custodial  Women's  Fund 
Byram  Boy' s  Fund 
Byram  Girl's  Fund 

TOTAL 


/.33.02 

576.75 
1,711.76 
1.232.09 

$7,632.78 


COMBINED  STATEMENT  OF  REVENUE  -  BUDGET  AND  ACTUAL 

Page  25 


Comn"!nt: : 

As  reported  on  the  SBAS,  Llie  Budget  column  for  this  statement  should  be; 

Rental  Housing  Income  $17,500 

Land  Lease  Income  290 

Interest  Income 

Miscellaneous  Duplicating  ______^  > 


TOTAL  $17,790 


COMBINED  STATEMENT  OF  EXPENDITURES 
COMPARED  WITH  APPROPRIATIONS 
Page  26 


Comments : 

The  auditor  has  broken  the  appropriations  down  according  to  expenditure 
identification  thus  showing  expenditures  in  excess  of  appropriations  in 
nine  areas.   The  breakdown  of  appropriations  by  expenditure  I.D.  on  SBAS 
is  purely  a  management  tool  to  monitor  program  budgets  of  operation. 
State  law  mandates  expenditure  by  program  and  appropriations.   In  no 
case  are  expenditures  allowed  to  exceed  appropriations  and  in  fact  they 
do  not. 

We  feel  Exhibit  C  is  misleading,  thereby  we  have  reconstructed  that 
exhibit  to  correspond  with  authorizations  as  per  State  law.   That  re- 
construction follows  on  the  next  page. 
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Apency  Notes 

1  .    Unrecorded  Liabilitries 

As  of  November  30,  1975,  there  are  expenditure  accruals  of  $1,349.11 
unrecorded  at  June  30,  1975. 

2 .    Accounts  not  on  Statewide  Budgeting  and  Accounting  System 

The  cash  in  the  agency  fund  represents  primarily  cash  held  dn  trust 
for  the  residents  of  Galen  State  Hospital.   This  cash  and  the  cor- 
responding liability  are  not  recorded  in  the  statewide  budgeting 
and  accounting  system,  but  have  been  reflected  in  the  financial 
statements  for  reporting  purposes. 


COMMENTS  AND  RECOMMENDATIONS 


CASH_IJJ_^J3ANK 

Comment:    The  Legislative  Auditor  has  requested  an  opinion  from  the 
Attorney  General  as  to  the  proper  dep;>3itory  for  institutional  resi- 
dents' monies.   There  is  a  question  whether  their  monies  meet  the 
definition  of  State  funds  (Section  82A-204 ,  R.C.M.  1947)  or  public  funds 
(1972  Constitution,  Article  VIII,  Section  13)  and  therefore  whether  they 
may  be  deposited  in  a  State  Treasury  account.   The  Board  of  Investments 
has  advised  the  Department  that  they  are  not  authorized  to  invest  indi- 
vidual resident  funds. 

Also,  internal  control  procedures  over  cash  in  the  patient  accounts  are 
adequate  as  stated  by  the  auditor,  therefore  the  absence  of  recording 
the  financial  activity  of  this  fund  in  SBAS  does  not  preclude  presenting 
such  activities  in  the  financial  stateraenLs.   Thereby  the  agency  has 
prepared  an  Agency  Fund  Balance  Sheet  and  a  Statement  of  Changes  in  fund 
balance  for  submission  with  this  response. 


Recommendat  ion  -  Page  7  and  8 
We  recommend  that  the  hospital: 

1.  Request  that  the  Department  of  Administration  establish  an  agency 
fund  to  account  for  the  deposit  of  monies  belonging  to  hospital 
patients. 

2.  Deposit  all  patient  monies  into  the  State  Treasury  account  estab- 
lished within  the  agency  fund. 

Th^  VdpaAtmdnt  id  anxiitlng  the,  kttoKniiij  CzneAal.' 6  op-Lttlon  be^jO^o. 
{,0 ^mutating  potictj  and  pitocdda/m  {,on.  handLing  paJu.znt  accoant^ . 
AZio  4ee  commznti  abovo,. 


DECEASED  PATIENTS'  MONIES 


Recommendation  -  Page  8 

We  recommend  that  the  hospital  comply  with  the  directives  from  Social 
and  Rehabilitation  Services  regarding  deceased  patients'  Social  Security 
monies . 

PfioczdnAtA   {^01  dlApO'Slng  o^  ddcecised  pcLtten.t6 '  monlu   (^H.om  MhatdveA 
ic'twcc  deAivzd,   indludU-ng  Social.  StcvJiltij  moyil?J> ,   wUUL  bd  ZAtab- 
li/>kzd  -in  coofid-ivKxtlon  Muth  thz  dzpoA-trmnX' 6  atto^ne^y.     klMo  the. 
Vcpafitmcnt  attonncii  Mitt  cu>6l^t  the.  Vepcuvtment  In  iedUng  the 
repeal  o{t  Section  3S-201 ,   R.C.M.    7947,  In  the  next  legiAlcuUve 
debiion  cu  th-id  statute  appeoAA   to  be  In  con{)ticJ:  wLth  the  Wew 
Unllonm  Pfiobate  Code. 
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CASH  ON  HAND 

Comment:    It  should  be  noted  that  Galen  is  located  about  15  miles  from 
the  nearest  source  of  cash  for  change  and  also  tli  \t    the  amounts  involved 
are  very  small.   The  crafts  fund,  for  example,  has  receipts  of  approxi- 
mately $40  to  $50  per  month.   In  addition  the  change  fund  maintained  in 
the  Business  Office  belongs  to  the  pop  machine  vendor  and  is  provided  by 
him  as  a  change  fund  for  the  institution.   In  establishing  policy  for 
change  funds  the  materiality  and  number  o£  transactions  as  well  as  the 
distance  from  business  areas  and  limited  staff  must  be  considered. 


Recommendat ion  -  Page  9 

We  recommend  that  the  hospital: 

1.  Maintain  one  change  fund  at  the  Alcoholism  Treatment  Center. 

2.  Receive  cash  from  the  Alcoholism  Services  Center  on  a  regular 
timely  basis  and  a  receipt  be  obtained  and  filed  by  the  Alcoholism 
Treatment  Program. 

3.  Make  deposits  on  at  least  a  weekly  basis  or  when  the  amounts  col- 
lected exceed  $100  (see  Montana  Administrative  Manual,  Section 
2:1200.20,  Volume  II). 

Only  ont  chanQQ.  ^und  maIZ  be  mcUntalmd  cut  th^  Mcohotum  TnzcUmdvut 
CzntoA.     Coii>h  loitl  bz  fincolvcd  {^fiom  tka  Alcokotum  SoAvlcoA  CzntM. 
on  a  fidQuZaA,  timntij  ba^Jji  and  a  Kzctipt  viWi  be  Ajifiazd  {,o^  f^lLinQ 
by  thz  AlcoholJj>m  TfLQ-Cutmant  VfioQiam.     kit  {^und6  w-UZ  be  dzpo6-U:Q,d 
on  a.  weefe£t/  boJ:>iM  oh.  w/ien  tki  ainoanti  aolle.ct(Ld  axczzd  $100.00. 

PERSONAL   SERVICES 

Recommendation  -  Page    12 

1.  Require  a  daily  record  of  hours  worked   by   each   employee  and    that 
these  be   signed  by   the   individual   employees'    supervisor  and   the 
payroll   summary  be   signed  by   the   department   head. 

Thz  koiplta£  wilt  finqiiAAz  a.  dcuZy  fizcofid  o{^^  houAA,  woftk^d  by  zach 
zmployzz  and  tku,z  nzcofidU,  M-ilZ  be  6igmd  by  thz  imployzz' i>  i,iipzn.- 
\}-Li,ofi.     The.  payroll.  iummoAy  mZt  be  6-lgmd  by  thz  de.paA;bne.nt  hzad. 

2.  Separate  the   functions  of   payroll   preparation  and  warrant   dis- 
tribution. 

Thd.  t,<i.pa>ia.tion  o(^  paynoU  pfiapoAntion  and  tmAAant  dAj>tAlbcution 
muld  poiz  a  pKobt&m  due.  to  limlttd  pzhAonnoX.     HowzvdA,   GaZzn  will 
bnqln  a  payout  pfioczduAz  by  6(^lec-tA,on  o^  i>ampl(L  dzpaJUymnti  and 
fieciiuA-ing  tkz  indivldaalA  to  iign  the  woAJiant  tAamf'^M.  ILhting 
dlxzady  pfie-poAdd  by  czntAaZ  payroll  whan  the.  walAantd  ajiq,  li>i>ixzd. 
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Tlil.i  che.ak  mUJL  be.  on  an  loi^thddnlzd  btU-Li   to  -te.6t  tho.  po66ibtUJ:y 
o{j   (^latLtioLii)  namu  Q^x-Utlng  on  tlm  payfioti.     Ihn  pn.ogfLam  Mttt  be 
UHde-*!-  the  diKzcX-ion  of)  thc^  hoip-LtaZ  aduninistxcitofi. 

T/ie  pfcieuf  f>ij6t(im  oi  e,6tabtl6lUng  an  cinploijeo.  on  tin:  paifiotl 
fLzdace^s  tho.  chanceyi  o^  a  (^ictUA-Oaf^  poAiiOn  bc6i_q   "umptoijc^d" .     The 
pfizAzvit  fizqiiVtemuit  o^  ike  SBAS  and  cantAat  poijfiott  ^(LquAAd  aiitho- 
fii.zzd  ^IgnatiOiU  on  a.tt  docutmnts   eybtablAJ>lving  an  2JnploLje.(L  on  thd 
payfioll.     The  State's  i,t.jstem  o{^  poslt.ion  contAol  aJU,o  has  many 
checks  and  ba£ance^  buJJLt  hi  ^o^  hitennaH  contAol  pu/ipoi,eA. 

Comment:         At   one   time   the  highest    turnover   rate  was  within   the   first 
month  of   employment.      There  was   an  added   burden  on  PERS   personnel   and   on 
an  understaffed   section  of   the  hospital    to   follow  the   set   procedures. 
It   was  a   common  understanding  between  PP!1R.S   and    the   Galen  State  Hospital 
that    the   procedure  used   at   the   time  would   be   adequate. 

3.  Deduct   PERS   contributions   from   tho    first   dnv  of    employment    for   each 
individual. 

Galen  -ci  compZytng  uuXh  VERS  fieguZations  -in  that  employ eeJi  ajie 
choAged  ^A.om  theZn.  {^tASt  day  o^  emplotjment.     The  VepoAtment  is 
studying  the  e{^itcA.eney  o^  the  KeguJiatiow^  (Xi  they  peAtoA-n  to 
initltatlons.     In  coopeAotion  wtMi  VERS  a  change  to  Sec^tcon  6S-1601 
and  6S-1602  may  be  AequeAted. 

4,  Accrue  sick  leave  in  accordance  with  legal  and  regulatory  require- 
ments. 

The  VepoAXunent  o^  TnAtitixtlons  d-iseuASed  the  conttnuatA,on  o{,  the 
monthly  iiek  leave  Aeeofidi-ng  system  mth  the.  VepoAtment  of^  Admtni- 
StAoutLon  uohen  the  Hontana  AdmlnlstAotUve  MamiaZ  1-0304.74   {{tut 
appeoAed.     Stnee  the  cleAtcal  AeqcuAement  muuld  be  so  oveAbuAden- 
tng,  the  VepaAtment  Oj$  Adm-intAtAoM-on  agn.eed  that  the  VepoAtment  o{^ 
Institutions  should  aonttnue  to  accfiae  12  days  pen.  yeoA  aj,  wo-s 
AequAJied  by  law  on  a  monthly  basis.     They  oIao  indicated  that  the 
management  memo  addressed  itset{i  to  a  compate/vized  pn.ocej>s    {.374 
days  sick  leave/houA  wofiked)   which  eventualZy  they  planned  to 
assume. 

The  VepaAtment  stilZ  cannot  impose  thij>  AeqiuJ>ite  on  the  institu- 
tionA.     Wi-th  the  employees   budgeted  in  the  payAoll  {^unction,   changing 
to  a  buoeekZy  ftecoAding  would  stilZ  be  an  undue  bun.den.     Voft  GaZen 
State  HospitJaJi  tlvis  is  a  manual  pfiocess  wliich  involves  a  minimum  o{, 
290  employeeA. 

Comment:         All    information  and   authorizations   related    to   employees    is 
maintained   at    the   institution,    including   payroll   status    forms    to   change 
any   information  regarding   employees    (exemptions,    rate   changes,    address 
changes,    and   so   on).      These    forms   have   been   filed  with    the   payroll   which 
reflects   such  change.      Also  at    the   date  of   change    the   employee's   summary 
card    is   updated.      The   source  document    is   not    the  rate   schedule   provided 
by   the   State,    but   rather    the   payroll    status   form.      The    institution  and 
the  Department   believe   there   is   a   clear   audit    trail    to  verify   the 
propriety  of   rates. 
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5.        Keep   signed   payroll   rate    increase  authorizat-ions    in   employee   per- 
sonnel   files. 

Art'  pati'ioti  aiitlw-'uzGition  (^ofimi  (Uc£i'   fae   f^itcd  -in  cmploije.e  pCyUotnun. 
i^-tXei,    {^oZtoLOing  compla^on  of,  the.  paijfioll.  ntf^tzcJU-ng  4u.cii  chanQd 
wlvidh  Zucludu  vQAifjiccutLon  that  thz  chanqz  hcu   been  conn.zctlij 
fizcondzd  on  the.  pcujfiott. 

We   recommend    that    the  Department   of   Administration  and   State  Audi- 
tor's  office  change   the  Central  Payroll  Division's   procedures    in 
order  to   effect   a  more  realistic   deadline   for   submission  of   payroll 
information  in  order    to   eliminate   estimated   payroll   preparation  by 
State  agencies. 

ThAJi  ficcommznddtion  add/ie/i4e4  tht  Ve.pcintjnent  of,  kdm-inAj>tn.cution  and 
thz  State.  Aud-itO'1'6  Office. 


EXPENDITURES 

Recommendation  -  Page  13 
We  recommend  the  hospital: 

1.  Include  documentation  on  travel  vouchers  as  to  the  choice  of  ve- 
hicle whenever  a  private  vehicle  is  used  in  conducting  State  busi- 
ness. 

pfLopeA.  docwmentatlon  oA  to  the  choice,  o^  veivtcZ^  wheneveA  a  pfiivate. 
vehicle  -L6   u<sed  in  conducting  State  buj,inej>6  loiZL  be.  included  on 
tAaveZ  voacheJib. 

2.  Require  that  invoices  for  local  purchases  be  approved  and  initialed 
for  payment  by  someone  other  than  the  storeskeeper . 

The.  hospital  adminii,tn.ation  docA  not  (^eel  thiM  ij>  a  pnoblem.     Vue. 
to  the  lijnited  numbeAA,  o^  people  a^^^igned  to  the  Atofiekeeping  avid 
receiving  pn.oceJ:>i>,  tlhU,  i^  the  moit  economical  manneA.  to  accomplish 
the,  toAk.     In  ondeA  to  completelcj  comptij  laith  the  necomme.ndation  an 
additional  fitaf^f^  membeA  would  be  fieqivified. 

In  addition,   the  local  puAchaACA  mentioned  bij  the  audAXon.  oAe 
either  minofi  puJichaseA  fiequiJied  immediat.elij  bif  the  inAtiXution  on. 
peAiAhable.b.     Local  puAchoAeA  afie  aat.ho>vized  pnA.on.  to  puAcha^e.  by  a 
depa/itjnent  head  and  the  ito^ekecpeA  only  ini-tlcLlA  the  invoices  to 
aknoioledge  Keccipt  o f,  the  items.     The  peAAon  idio  authofvizeA  the 
payment  o{)  the  claim  Lb  the  depaMtme.ivt  head  and  ai,i,ameA  the  >ie- 
sponbibility  o^  ven.i(^ying  that:  all  the  pitopen.  documentation  and 
,b.LgnatiiAej>  oAe  collected  fae^o^e  payment  of,  the  invoice. 
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FTXI'D  ASSETS 

General  Comments:    Since  the  institution  has  ob-ierved  an  annual  phy- 
sical Inventory  and  perpetual  records  are  main:  .:;ined ,  the  institution 
has  prepared  a  Statement  of  General  Fixed  Assets  and  a  Schedule  of 
General  Fixed  Assets  by  Location  whicli  are  included  with  this  response. 

On  an  overall  basis,  the  Department  has  encountered  many  of  the  same 
comments  and  recommendations  from  auditors  in  other  institution  audits. 
The  Departme.nt  realizes  that  the  design  of  a  fixed  asset   management 
system  is  needed  institution-wide,  but  also  believes  that  some  of  the 
control  procedures  recommended  in  the  various  audits  are  in  fact  more 
stringent  than  those  required  of  businesses  and  are  unrealistic  to 
implement  in  institutions.   The  primary  objective  of  the  institutions, 
and  hence  of  the  Department,  is  the  care  and  custody  of  institution 
residents.   Thereby,  budget  priorities  have  always  been  aimed  at  that 
objective  including  hiring  personnel  suited  to  fulfilling  that  chief 
function.   Therefore,  in  devising,  and  coordinating  fixed  asset  control 
procedures  within  the  institutions  such  personnel  must  not  be  tied  down 
to  filling  out  forms  and  taking  care  of  unnecessary  "red  tape".   The 
costs  involved  in  implementing  and  maintaining  such  procedures  must  be 
considered  in  relation  to  the  benefits  to  be  derived  therefrom.   The 
institutions  through  decades  of  attempting  to  meet  their  primary  objec- 
tive and  minimizing  costs  have  not  concentrated  on  detail  procedures  in 
other  areas,  beyond  an  annual  inventory  of  fixed  assets  for  instance. 
Therefore,  as  resources  permit,  the  Department  will  consider  the  total 
system  of  managing  fixed  assets  in  the  institutions  including  the  areas 
of  concern  expressed  in  the  institution  audits.   While  the  auditors' 
comments  and  recommendations  are  greatly  appreciated  and  will  be  helpful 
in  devising  procedures  for  such  control,  the  Department  is  concerned 
that  the  system  implemented  assure  adequate  control  over  fixed  assets 
while  being  cognizant  of  the  institution's  primary  objective  and  hence 
the  constraints  upon  activities  with  lower  priority;  while  at  the  same 
time  such  a  system  must  safeguard  the  major  resources  at  the  institution 
and  assure  flexibility  and  ease  of  implementation  and  maintenance. 

Specific  Comments:    The  materiality  of  fixed  asset  items  must  be  taken 
into  account  when  specific  identification  is  required.   According  to 
Management  Memo  70-17  on  Property  Management,  no  item  with  a  value  under 
$100  need  be  recorded  as  a  fixed  asset.   Notation  of  specific  location 
of  assets  on  the  perpetual  records  on  a  day  to  day  basis  would  be  an 
extremely  prohibitive  and  unrealistic  task  for  the  institutions.   Again 
the  costs  of  such  controls  versus  their  benefits  must  be  taken  into  con- 
sideration. 

The  materiality  of  items  being  disposed  of  must  be  considered.   Although 
the  institution  has  not  formally  recorded  internal  transfers,  the  auth- 
ority to  transfer  assets  is  vested  in  the  Department  supervisors. 

The  capital  items  in  private  residences  are  located  in  residences  on 
grounds.   The  privately  owned  items  must  be  recorded  in  order  to  main- 
tain accountability  for  residents'  properties. 
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Recommendation  -   Page    15 


We   reco'nmcind    that    the   hospital: 


1.  Implement  a   number   system   to   provide   speciiic    identification   of 
individual   capital    items. 

The,  VepoAtimut  0]^  Adm-lyi-istAcitcon  Is  p'lc be ntly  in  the  |M-Oo.exi-i  o^ 
p^cpa/Llng  gLUdelA.neJ>   ^on.  p/i.opc^tij  manageyncnt.     A  po^vtion  o{)  tliQ. 
QuudeJLLnU  (Vid  fiapontzdJiLj  addUid'bi-i.ng  a  stcutaioida  iijite/n  o{,  iium- 
bz/Ung   (^Ixid  0Jii,(zXA>;  the.  A-MtLtatlon  and  V^paAtment  OAZ  aicaiXMig 
{^oAtheA  doMut  HdgcAdU-ng  the  Vepcuitinent  of^  Admi.njj)tn.ation'-{>  pfio- 
po^aJLb.     See  atso  commentA  abovz. 

In  the.  meawtime.  the  tn^titixtion  aj,  pn.e.paAA,ng  the.  annuxit  phij^lcaZ 
tnve.ntofLy  and  i^  a{i{)ixtng  peAmane.nt  tde.ntA.{)tcatA.on  to  ■Indlvtdu.aZ 
iZemb . 

2.  Establish   schedules    to   provide   an  objective   indication  of   age, 
estimated   useful   life,    and   value  of   an   item   to   aid   in  determining 
whether  or  not   its  disposition   is   reasonable. 

VaAlng  thz  annaaZ  phyitcaZ  inventofiij  the.  ai>e.ivJLne.i,i,  o^  (^Ixed  aJt>'t>etA> 
wilt  be  oMe^ised.     I^  a  {^Ixed  a^^z.t  U>  opeAable.  and  iii>e.^at  to  thz 
tyiityctuution,  -LtM  di^po^-LZion  and/oA.  fiepZaceme.nt  i^  de.pende.nt  upon 
adzqaatz  budget  appfiopnJjitioni,  ^ofi  ^uch  Aeptacexmnt. 

?e.A.petuat  fizcondA  will  be  maintaimd  and  mill  include.   (/)   clai6 
code;    [2]   sequence,  on  payment  voucheA  numbeA;    (3)   date  ol  acqui- 
sition;   [4]   name  and  addAeJ>6  of,  vcndon.;    (5)   abbficviated  de.bc'vip- 
tlon;    (6)    dcpaAJyne.nt,   division,   and  uniX  choAged  Mith  custody;    (7) 
location;    [&)    cost;    (9)    {^und  ayid  account  ^/lom  u)kich  puAc^iased;    [10] 
method  0(j  acquiybiXi.Qn;    [])]    eAtimated  tif^e.,   and   []2]   date.,  method 
and  au.thoni.zatA on  o^  disposition. 

It  should  be.  noted  that  although  locatA.on  loilt  be.  ncconded  at  the. 
tijne.  o(,  acquisition  and  updated  (^olloMing  the  physi^caZ  inventory, 
the  VepoAtinent  and  the  instAjtixtion  believe  that  it  is  impn.actical 
and  unAeatlstic  to  fievise  the  location  on  a  day  to  day  basi^.     With 
specJ-iic  identi(iication  ojj  iXejms  and  the  use  o{,  an  addityton  - 
deletion  sheet  at  inventory  to  fiecofid  changej^  pen.  anea,  the  necon- 
citiation  0()  tAan^f^eu  mil  provide  adequate  confwl. 

3.  Obtain  authorization  and   update   the   records   prior    to    transferring 
property   from  one   location   to   another   and   secure  written  acknow- 
ledgement  from   the   transferee   that    the   transaction  actually  has 
occurred. 

Vnocedu^es  Mill  be  studied  neganding  contiol  oi  tAan^f^eAS  loithin 
the  institution,   talting  hvto  consideAation  the  cost  of,  such  con- 
t'Loi'S  and  the  benef^its.     The  mate>iia.tJXy  oi  the  items  tnansf^eAAed 
i^itl  aibo  be  coiuidened.     The  study  icill  inctude  consideAation  o{) 
the  ABC  .invent.ony  method  a,s  a  neoMonable  meavis  of-,  implemetvting 
contAal  based  on  mateAiatoty.     Atso  see  ne^pome  above  negoAding 
location. 


15 


4.  Account    for  all   discrepancies  betv;aen  beginning  and   ending    inven- 
tories.     Rumove  all   cards    for    items   disposed   of   and  keep   in  a 
separate   file.      Reconcile   physical    inventories   to   capital   records. 

V.iscficpancA.e.-'j  in  the.  -Lnv^ntofLij  kava  aZi'Jutji   b(ie.n  accoaiite_d  (^on.: 
ftzcoHCjJizd  dUiCAdpCinc-iu  havz  alixiaiji>   bzzn  fizponXtd  bij  {iUndtLonat 
aJKia  on  thz  add-it-lon  -  ddZQ.i-ion  ilmd-t   (See  ^c'-^pame.  to  Rccommenda- 
tZon  1  afaovc.)    a.nd  maJiQJhiciX.  di!iC'iCpancA.^yS  anaZijzzd  by  t/te,  6u4-{ne.s--i 
managoA  and  tliz  liospi-tcit  adminiit'\.LUxifi,   though  t!iii>  ancUiij'SA^b  has 
not  ahvays  faaen  docume-ntzd.     In  tht  {^utLLfio,  a  notation  of,  such 
fi^concAJLlatA.on  iuc£i.  be.  hiclu.dQ.d  on  tho,  fizpofvt.     StpoAote.  {^iZoJ^  a^e. 
kzpt  {^01  oLt  itojni,  dztiiX-zd  {ylom  tho,  tnvznJloAy. 

5.  Establish  a  dollar  value  and   physical  count    for  all  property, 
plant,    and   equipment   currently   on  hand,    and   develop  a   journal   entry 
to   place   this  on   the  books    to  be   incorporated    into   SBAS  when   the 
system  has  developed   such   capability.      Such  accounts   should  be 
updated  as  acquisitions   and   dispositions   occur. 

Wh^n  thp.  SBAS  pKogh.am   Li)  -mpt(ixt\Qjitv.d  by  the  VepofitmQ.nt  of  AdminA.- 
itAoJxon  the.  j'oaAnal  vouchoJi  wiJUL  be  pfizpoAed,  and  the.  accounts 
MilZ  be  updated  poA  theJji  -LnstAuctions .     UnZit  that  time,  the 
agency  has  maintained  manuat  necofids  of  its  genoAaZ  fixed  asset 
gn.oup  and  has  p>iepaxed  a  statement  of  geneAot  fixed  assets  which  is 
enclosed  Mith  this  response. 

6.  Implement  an  effective  system  for  all  dispositions  of  fixed  assets. 

When  the  annual  inventory  of  capital,  items  is  completed,   a  suApltit, 
tist  Mitl  be  pn.epaA.ed  and  subm-Ltted  to  the  PuAchasing  Division  to 
be  included  vxiXh  theJji  Li^t  of  sunplas  state  pfiopeKti.es .     Dispo- 
sition of  the  items  MiLl  be  ente/ied  on  the  coAds  and  filed  in  the 
sepa/iate  "deleted  invenZofiy"  fiZe. 

A4  befon.e  discussed,  the  mateAiatity  of  the  iXem  and  budgeted 
replacement  monies  vxilZ  be  consideAed  in  devising  and  implementing 
Such  a  system  foft  disposition  o()   fixed  asseXs. 

7 .  Ensure  proper  examination  and  authorization  of  invoices  for  payment 
by  someone  other  than  the  storeskeeper . 

Moi-f  capita.1  items  one  ondefied  by  fofimal  PuA.ahase  OfidefiS.     The 
pfioceduAe  is  as  fotlom:       The  administnaton.  must  authorize  pur- 
chase requisitions.     The  Purchasing  Department  then  places  the 
order  and  prepares  the  purchase  order.     When  the  item  is  received 
the  store.keeper  checks  the  invoice  mjtk  the  purchase  order  and 
sendii  the  invoice  to  the  business  office  inhere  iX  is  again  checked 
with  the  purchase  order  and  the  transfer  lixirrant  claim  is  prepoAed. 
The  claim  L^  submitted  to  the  authorized  pennon  for  approval, 
kttached  to  the  claim  is  the  purchase  order  and  the  invoice. 
Because  there  is  reparation  of  the  duties  of  purchasing,  rece^ipt 
and  safekeeping  of  items,   and  maintenance  of  perpetual  records  and 
payment  for  puAcha6ej>,   the  hospital,  administration  feels  that  iound 
inteAnal  control  existA  on  these  iX.ems. 
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8.  Implement  written   policies  and  agreements  with   employees   entrusted 
with  State   property   for    their   private   use   and   acknowledgment   of 
receipt  of   such   property. 

The  kospitcit  licu  aikc.d  thxL  Ve,paA.tme.nt' 6  cLtlonmij  to  d/iaM  up  a 
Kzntcit  agA^einznt  tkctt  MiiZ  include  an  InvznZofiij  o{)  aZt  i>tcut(i 
pfLopoAttj  on  thz  pUdmi^QJ^  cut  tkd  tma  and  thJj>  Mitt  fae  cfiecfeed  and 
CQ.A^{iitd  at  tka  teAmination  o{)   t/ie  agfLzejne.nt. 

9.  Delete  privately-o\>med    items    from   the   records. 

Th^.'it  ha^  to  be  accountabititij  ion.  p/tivatoZij-oMnzd  pfiopeAttj  be- 
longing to  a  Ae^lde.nt  o{,  tkz  hifititvution.     AccoantabitLty  {,oA.  thoAn 
Itexn^  -C6  n2.CQJ>i>aAij  to   1 )   idzntl{)tj  -ctejmi  not  Lii>tQ.d  In  the.  liUtita- 
tA.on'6  tnvzntofLtj  o^  geneAot  {^ixnd  aJ>&ztJi  and  2)   ai,i>vJiQ.  that  upon 
the,  fiu-idznt6'  leaving  the  -in.t,t.LtuJtion  oJLt  and  ontij  thoJji  ovon 
p2A6onaZ  betonglngii  ajie  in  tknAJi  poi>6(Li,^ton.     Such  pKopeAty  vo-itt  be 
-Ldeivti,()led  oA  pnJ.vate  pfiopenXtj  and  Keeo^di  iikX£  be  malnta-incd 
iepoAotelg  ^K-om  the  n.e^t  o{,  the  tnventoKy  fieeofid^. 

We   recommend   that   the  Governor's  Office  of   Budget  and  Program 
planning   establish  more  realistic   guidelines   for   budget   prepara- 
tion,   providing   the    flexibility   required   by   agencies   in  order    to 
bring  budgetary   estimates    into   better  alignment   with   their  actual 
needs . 

ThlM  fieeommendatton  ii  addJie^^ed  to  the  CyoveAnofi'i  O^f^tce  0(3  Budget 
and  Vfiogfvam  Planning. 


INVENTORIES 

Recommendation  -  Page  17 

We  recommend  that  the  hospital: 

1.  Discontinue  the  practice  of  preparing  requisitions  from  invoices. 

All  matefiiali  picked  up  by  team.istefU  Mill  have  an  authoftized  Aequi- 
6-iX.ion  pfiepaned  be{^ofie  the  item  can  be  picked  up.     Thei>e  itejm6  Mill 
be  fiev-iemed  and  veAilied  by  the.  iton.ekeepeA.  pnion.  to  deliveny  to 
the  ond^Aing  department  by  the  team^ten.^.     The  department  head  mUZ 
6ign  the  fLcquiA-Otion  aj>   being  received  and  iubmit  the  documented 
thwugh  the  regulan.  clianneLi>.     ThiA  6y6tem  hoA  been  uied  in  6ome 
areas  o{^  the  in^tyitution,   hevice()0HJ:h  will,  be  mandatory  inAtitutioyi- 
wide. 

2.  Establish  a  central  storeskeeping  system  and  a  facility  for  all 
inventory  items,  removing  the  distribution  function  from  control  of 
those  who  use  the  items. 
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The  V(ipaA.ttmnt  and  tha  -iMtLtutlon  mWL  cooppAnte.  to  di'.viiZop  a 
6tj-f>ton  {^01  contAutCJjiQ  hwziitohJ^t^  and  i,zpaMLtinQ   {iUn(Ltlon6  0(j 
dLstAibiutiovi  and  conX/iol  (^fiom  ai><i  In  tke.  ipacc  pfieAe^ntty  avaJXabtz. 
In   1969,   Phoyiid  l  o{\  the  ioAvicii  cumptix  wcLi  complzted.     Thi  ofvi- 
g-ina-i  ptanA  ca,tt  ^on  tha  ^c'uhcc  complex  to  be.  con-stAacitCLd  in  thAtu 
phoACA.     Thz  ■In^.tLtutlon  Izq1j>  tlvis  x4  a  much  medQ.d  (^ac-iZitij  and 
ag.i.ec6  l^}lth  the  audltoi  that  a  caitnaZ  ito^cAhccplng  -if/item  of, 
adequate  6lze  MOuZd  gxco-tlij  Improve  cont/iol  oveA  alt  invcn-totie-^. 

REIMBURSEMENTS 

Comments:    Since  our  response  (page  122)  in  the  Warm  Springs  State 

Hospital  audit  report  embraces  the  reimbursement  function  totally  within 

the  Department,  we  will  reiterate  our  intent  for  the  purposes  of  this 
report. 

The  Department  of  Institutions  has  administratively  created  a  Reimburse- 
ment Bureau  which  is  currently  operating  a  revenue  process.   The  Depart- 
ment has  delegated  its  authority  to  assess,  collect  and  process  per  die~ 
and  ancillary  medical  service  charges  for  the  care  and  treatment  of 
resident  patients  in  six  institutions  and  community  facilities  to  this 
Bureau. 

Authority  to  operate  such  a  revenue  function  is  contained  in  Section  80- 
1601  and  80-1603,  R.C.M.  1947. 

The  Department  is  currently  analyzing  the  reimbursement  function  to 
develop  greater  potential  for  collecting  reimburseable  costs.   This 
analysis  includes  plans  for  development  of  an  automated,  teleprocessing 
reimbursement  system  for  which  funding  was  appropriated  by  the  AAth 
Legislative  Session. 

To  correct  the  deficiencies  noted  in  this  audit  report  as  well  as  in  our 
own  self-analysis,  the  Department  is  responding  to  noted  exceptions  by 
formally  stating  its  intent  to  aggressively  pursue  the  analysis  and 
subsequent  strengthening  of  the  reimbursement  function  by: 

1.  Establishing  objective  and  accurate  cost  allocation  techniques 
which  reflect  the  true  and  complete  cost  of  care  and  medical  ser- 
vices in  our  facilities.   The  basis  for  these  allocations  will  be 
the  Statewide  Budgeting  and  Accounting  System,  cost  center  findings 
related  to  professional  fees  and  ancillary  charges  and  analytical 
data  derived  from  the  Montana  fee  schedule.   Essentially,  cost  data 
would  be  SBAS  cost  information,  depreciation  costs  accumulated  by 
Medicare/Medicaid  cost  centers  and  a  cost  allocation  among  cost 
centers. 

2.  Developing,  articulating  and  promulgating  among  our  facilities  a 
new  reimbursement  policy  which  reflects  and  enhances  the  intent  of 
state,  federal  and  departmental  regulations. 

3.  Clarifying  through  administrative  policies  the  proper  separation  of 
responsibility  for  cost  determination,  billing  and  collection 
functions  and  establishing  an  accountability  system  among  the 
organizational  components. 
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Development  of  a  total  system  approach  with  maximum  utilization  of 
automated  cost  data,  accounting  and  billing  functions.   The  comput- 
erized reimbursement  system  will  allow  the  Department  periodic  and 
inquiry  access  to  admission,  financial,  movement  status  and  treat- 
ment information  for  each  individual  patient,  each  facility  and 
each  staff  member  as  well  as  for  the  total  Department. 

y 

The  automated  system  i?lll  allow  timely  access   to   such   information 

as  well  as   the   capacity   to   store   such   information   in  maximum   security 

until  all  attempts  at   collection  have   exhausted. 


Recommendation  -  Page   18 

We  recommend   that   the  Department   of   Institutions   disclose  reimbursements 
collected  as   revenue   for   the   individual   institutions  and  allocate   the 
collection  costs   to   the   institutions   in   the   Statewide  Budgeting  and 
Accounting  System. 

The.  Ve.paAX)ne.nt  0()  liU-tutuutioyu,  do2A  du>cI.o62.  H2JjnbuJU>Qjm<intM  ne.- 
cofiddd  cu,  HQVQjiUiQ,  {^on.  thz  'Lndlv-idual.  in^tvtiution  Zn  thzJji  S8AS 
n.Q.po'UA.     Th^  VzpoAtmzwt  pn.e.pcxAe.d  and  pn.Q^Q.YitQ-d  a  GdnoAoJi  Tund 
Schzdalz  o{i  R(L.anbuAi>am(i.nt  Recexp-ti  by  In^tAMjution  'in  thz  agzncy 
A.z6pom&  to  thz  fizctYvt  Ce.ntn.cit  0{)ilce  Audit.     The.  GoJieyi  State 
Hoi>pttaZ  ReimbuA^ejmeyvt  H.e.ceA.pti>   {^on.  the.  t/eo/i  ending  Jam  50,    J 975 
weAe  $1 ,075,867.25. 

Because  the  VepoAtment  0(5  JnAtitvutlom  ha.i,  legaZ  authority  to 
collect  and  aj>6ej>^,  and  the.  monies  oAe.  appropriated  to  the.  Ve- 
pa/itment  ^on.  that  lunction,  the.  opeAotionaZ.  co6t  aj)6ociated  Mith 
the.  function  ij>  diicloi,ed  in  the  VepoAtment' 6  ftepartA.     The  injt^ti- 
tation  ha,6  no  appro pfiixition  to  chajige  ion.  i,uch  co6tA  and  aathofU.- 
zaXion  ion.  6ach  chaAge^b  woaZd  nequine  Zegi^tative  action. 


UNBILLED  SERVICES 


Recommendation  -  Page  18  and  19 

1 .  We  recommend  that  the  hospital  evaluate  on  a  semiannual  basis  the 
drug  reimbursement  possibility  and  inform  the  Department  of  Insti- 
tutions of  doctors'  visits  to  patients  which  are  reimbursable. 

2.  We  recommend  that  the  Department  of  Institutions  bill  the  Medicaid 
and  Medicare  programs  for  doctors'  visits  and  for  drugs  when  it 
becomes  feasible  for  such  reimbursement. 

The  hospital,  in  conjayiction  loith  the  neimbun^ement  buJicaa  wiZZ. 
evaZaate  the  po-biib^Jbity  oi  drug  neMT^biLUement.     The  neimbuAb ement 
bureau  hoA  iniO'inned  the  hoipitaZ.  that  they  have  evaZuated  the. 
reimbunjsement  (.or  doctor' 6  vtiiti  and  are  aioaLting  cZariiication 
irom  the  "tiiird  party  carrier."   {Blue  Crois  oq  Montana]  ai>  to  the 
iinaZ  requiJiejmentA  and  juAti{)ication  needed. 
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PRIVATE   BILLINGS 


K.t; commendation  -   Page    19 


We   recommend    that    the   Reimbursement   Bureau  have   clear-cut   evidence   that 
a    financial   examination  of   all   patients   has   been   performed   and   kept   in  a 
permanent    file  kept   on   each   patient. 

Sack  .Ln{,ofitnation  mZl  be  intiodace.d  into  thz  (ji/e^  OA  6tcuidcin.d 
opzfLcutinQ  pfioczdixAQ.  Mitk  tkd  Ajnpl.cjmntaXA.on  0(j  tkz  nwo  A.eimbu/L4e- 
mz\it  iijstcjn.     See  atfiO  comrmivtt  above,. 


BUILDING  STANDARDS 


Recoromendat ion  -  Page  20 

We  recommend  that  the  hospital  review  the  feasibility  of  making  the 
capital  improvements  needed  to  qualify  uncertified  buildings  for  Medi- 
caid and  Medicare  requirements. 

The.  de-CA^lon  not  to  update  thd.  {^aciLctlzi,  to  meei  tho.  itandatdA  wa4 
not  tkz  hoi>pital  admiivutAotlon' ^  only.     The.  V^paAtme.nt.  o^  JyUitlta- 
tlon6  and  tkz.  A/ichAtectu/i^  and  Engim<iAlng  Eufitaa  o{)  the.  Con^i>tA.ac- 
tton  and  MaZntznanc^  Viv-Uton  o{,  thz  Vapantrmvit  o{)  Adm-iivostAati.on 
weAe  cony!>ult&d  and  the.y  fi^comrmndtd  the.6e.  -ui^p^ovejrte.nti  not  be.  made. 
The.  e.i>tjjr\at<id  co6t  OjJ  $140,000  quot&d  bij  thz  auditon.  woi  i,oleZLj  to 
put  thz  Byfiam  Baitdtng  in  compliance.  M-lth  tl^e.  6a{^eZy  codeJ>  and 
would  btJXl  not  atloLO  ceAtl^icatton  o^  the.  facility  at  any  IcveZ  o^ 
coAe  {^on.  thiAd  poAty  ficanbuA^ermnt  pui.poiej).     AIao ,  voith  the.  pfio- 
po^zd  tmpfLOvemzntA  to  the.  buAZdtng  the  numbcA  o/i  patlznti  Mould 
have  had  to  be.  /reduced  i^A.om  3/   men  to   25  men.     Thti,  fizductlon  o{, 
patients  mould  iimmedUxiteJiy  ficduce.  the.  {]On.ecaAted  neyimbuJUbesnent 
Income  (figu/ie  o^,  $12,694.81  OA   quoted  tn  the  auditofiA'   commentA . 
The  Leg-ulatuAe  dwvLng  the  laAt  budget  hecoilng  expfie^ied  theJA. 
Intent  that  the  fizta/ided  patients  that  occupy  thiA   bulldtng  mould 
be  placed  In  the  local  commuvictieA  and  that  the  Byfiam  Buildtng 
mould  be  dUMcoKtlnued  aj>  a  patient  ajiea.     WLth  this  knowledge  o() 
the  LegiAlatuAe's  Intent  -it  did  not  ieem  juAtl^^lable  to  expend 
■State,  {^unds  to  update  a  iitAuctuJie  that  moA  to  be  taken  oat  of, 
6eAvlce  In  a  shofiX  pexlod  o/j  -tune.     Thts  action  mould  then  thejieby 
neduce  the  loiecastcd  fietmbuAsement  Income  to  ze/io . 
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THOMAS   L.  JUDGE,  Governor 
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DIHECTOKS   OKKH'K 

MITCHEI.U    m  llJUNi; 

HELENA.    MONTANA    r.'.KiOl 


February  11,    1976 
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FEB  Ij  1976 
mon:;.'!.  ;.,:iioLAii;E  auditor 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59601 

Dear  Mr.  Brusett: 


In  response  to  your  February  6,  1976,  letter,  the  Department  of 
Administration  is  replying  to  the  following  recommendation  included  in  the 
audit  report  on  the  Galen  State  Hospital: 

Recommenda tion 


We  recommend  that  the  Department  of  Administration 
and  State  Auditor' s  Office  change  the  Central 
Payroll  Division' s  procedures  in  order  to  effect 
a  more  realistic  deadline  for  submission  of  pay- 
roll information  in  order  to  eliminate  estimated 
payroll   preparation  by  State  agencies . 

Previous  discussion  of  a  similar  recommendation  contained  in 
the  audit  report  of  the  Warm  Springs  State  Hospital  demonstrated  that 
State  law  would  have  to  be  modified  before  any  extension  of  the  payroll 
processing  procedures  could  be  considered.   The  total  time  requirements 
will  depend  on  the  amount  of  cost  allocation  that  is  ultimately  included 
in  the  system. 

The  Central  Payroll  Division  has  committed  an  extensive  effort 
to  establish  and  maintain  the  current  schedule.   This  schedule  allows 
corrections  to  be  made  any  time  prior  to  Wednesday  noon.   The  limited 
number  of  corrections  required  does  not  support  the  contention  that  the 
system  is  highly  undesirable  and  inefficient. 

Sincerely, 


iuA 


L.     L-Ai^-3A</1 


Jack  C.  Crosser 
Director 
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OFFICE   OF 

K.  V.  "Sonny"  OMIIOI.T 

STATE  Ain)ITOR 

COMMISSIONER   OF    INSURANCE 
INVESTMENT  COMMISSIONER 
CENTRAL  PAYROLL    SYSTEM 

Helena, Montana.  59601 
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February  11,  1976 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

State  of  Montana 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59601 

Dear  Mr.  Brusett: 


r-^  t"'**  ,:*'•    IT-"  a  ^ 
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FEB  1  i  19^ 

yOW  ■.  ^J.G!oLAIl/£  AUDITOR 


Attached  are  our  written  comments  to  the  portion  of  the  audit  report 
of  Galen  State  Hospital  which  addresses  one  recommendation  to  the 
Central  Payroll  Division  of  the  State  Auditor's  Office. 


E.  V.  "SONNY"  OMHOLT 
State  Auditor  &  Ex  Officio 
Commissioner  of  Insurance 


By: 


Administrator,  Centfral  Payroll  Division 


Attach. 


THE  INSURANCE  AND  INVESTMENT  DEPARTMENTS  WERE  CREATED  FOR  THE  PROTECTION  OF 
THE  CITIZENS  OF  MONTANA.     USE  THEM!  


APPENDIX   3 

RECOmiENDATION: 

We  recommend  that  the  Department  of  Administration  and  State  Auditor's  Cffise 
change  the  Central  Payroll  Division's  procedures  in  order  to  effect  a  more 
realistic  deadline  for  submission  of  payroll  information  in  order  to  eliminate 
estimated  payroll  preparation  by  State  agencies. 


The    present    State    Central    Payroll    System    has    been    and    is    an 
after-the-fact    payroll.       That    is,     salary    warrants    are    not    released 
until    after    the    end    of    the    pay    period    and    only    after    the    salary    has 
been    earned    in    full.       This    meets    fully    the    recommendation    of    the 
1968    Legislative    Auditor's    Report    in    which    a    centralized    payroll 
function    was    recommended. 

However,     as    we    understand    the    above    recommendation,    you    are 
proposing    that    personnel    time    distribution    be    completed    prior    to 
processing    payroll.       It    is    only    necessary    to    know    the    rate    of    pay, 
the    number    of    hours    worked,    and    source    of    funding    in    order    to    pay 
an    employee.       This    can    be    accomplished    within    the    present    payroll 
procedures.       To    provide    for    complete    personnel    time    distribution 
prior    to    payroll    processing    is    more    difficult.       This    subject    has 
been    discussed    and    evaluated    many    times    in    the    past    as    it    is 
recognized    that    the    personnel    time    distribution    prior    to    payroll 
processing    is    highly    desirable. 

The    present    payroll    processing    schedule    has    been    established 
so    that    the    statutory    time    period    allowed    for    payroll    processing 
can    be    met.       Section    25-507.2    states: 

"The   state   central  payroll   system  may  provide   for    fixing   of   payroll 
periods   and   designate  days  of   the  month  on  which   salaried   employees 
shall  be  paid   for   the  preceding  payroll  period.      Such  pay  date   shall 
be  uniform  for   all   employees   of   each   state   agency   employed   in   the 
same   geographic   area   and   shall  not   be  more   than   ten    (10)    calendar 
days   following  the  close  of   the  payroll  period." 

To    meet    this    statutory    time    element,     the    following    schedule 
has    been    used    successfully    since    the    establishment    of    the    central 
payroll    program. 

Monday  Noon:      Agency  payroll  data   is  due   in  Central  Payroll  office. 
Payroll  data   is  coded   by   Central  Payroll   and    sent    to   the  Data 
Processing  Division  of   the  Department   of  Administration  for 
data  entry. 

Tuesday  Afternoon:      Corrections  are  made    to   estimated    time   submitted 
by   the  agencies  which  would   result    in  wage   overpayments. 

Tuesday  Evening:      Payroll   processing   is    initiated    to   edit   data   submitted 
by   the  agencies  and  keypunched  by  Data  Processing. 
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Wednesday  Noon:      Corrections  are   allowable   to   avoid   overpayment   of  wages 
because   of   estimated   time   submitted   by   the   agencies. 

Wednesday   Evening:      Payroll  processing   is   completed   and   payroll   warrants 
are  written. 

Thursday  Morning:      Data  Processing  Division  releases   the  written  payroll 

warrants  and   the  respective  warrant   register   to   the  State  Auditor's 
Office  for   signing  and  verification  after  which  time   the  warrants 
are  available   for  release   to   the  agencies   for   distribution. 

At    the    present    time,    most    employees    in    the    Helena    area    are 
paid    on    Thursday    and    employees    within    the    range    of    one-day    mail 
service    receive    their    warrants    on    Friday    but    employees    in    remote 
areas    do    not    receive    their    warrants    until    the    following    Monday. 
Monday    is    the    tenth    day    following    the    close    of    the    payroll    period. 

We    have    found    no    way    in    which    to    pay    all    employees    and    allow 
full    personnel    time    distribution    prior    to    payroll    processing.       From 
past    evaluations,     there    appears    to    be    only    two    ways    in    which    this 
problem    can    be    successfully    accommodated. 

1.  Make  a   statutory  change   to  allow  more   time   for  processing   the 
payroll.      This  would  allow  full  personnel   time  distribution  prior 
to  processing  payroll.      The   employees  would   then  receive   their 
warrants   several  days  later. 

2.  Use  the  payroll   system  to  process  payrolls  and  process  personnel 
time  distribution  as  a   separate  function. 

Incorrect    estimation    of    an    employee's    time    can    be    corrected 
before    payroll    warrants    are    written    to    prevent    overpayment    of    wages. 
Such    corrections    are    an    integral    part    of    payroll    processing.       Also, 
a    payroll    warrant    issued    to    an    employee    which    would    result    in    an 
overpayment    of    wages    can    be    withheld    from    that    employee    and    cancelled. 
Emergency    all-purpose    warrant    procedures    or    agency    revolving    cash 
funds    are    utilized    if    an    employee    is    grossly    underpaid. 

The    payroll    clerk    at    the    Galen    State    Hospital    does    begin    the 
preparation    of    payroll    data    before    the    end    of    the    pay    period. 
However,     completion    of    this    data    is    delayed    until    the    day    the    pay 
period    ends    when    exceptions    to    estimated     time    are    recognized    before 
the    data    is    submitted    to    the    Central    Payroll    Division.       This    system 
has    been    effective    in    that    this    state    agency    has    not    cancelled    a 
payroll    warrant    for    calendar    years    1974    and    1975. 

Finally,    a    computerized    time    reporting    and    payroll    preparation 
system    is    being    installed    at    Warm    Springs    State    Hospital    which    will 
alleviate    the    problems    connected    with    employee    time    estimation. 
Central    Payroll    Division    and    the    programming    staff    of    the    Data 
Processing    Division    assigned    to    the    payroll    system    have    worked 
closely    with    hospital    personnel    and    IBM    personnel    during    installation. 
Implementation    will    involve    a    period    of    time    for    parallel    testing. 
Problems    or    system    breakdowns    can    be    overcome    by    alternative    emergency 
measures  . 
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STATE   OF   MONTANA 

Office  of  the  Governor 
Budget  and  Program  Planning 

Capitol  Building        Helena,  Montana  59601 
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Thomas   L.  Judge 
Governor 

Michael  G.  Billings 
Director 
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FEh  ii  19^G 


Legislative  Audit  Committee 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT     59601 

Gentlemen: 

Wc  have  reviewed  the  section  of  the  audit  report  prepared  by  Dohbins,  McGrew  and 
Malonc,  C.P.A.  on  Galen  State  Hospital  which  addresses  a  recommendation  to  the 
office  of  Budget  and   Program  Planning. 

Thank   you   for  the  opportunity   to  resj^ond.     Our  written   comments  are  attached. 


nUR 


Sincerely, 


Michael  G.  Billings 
Director 


® 
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Recommendation        paqe  16: 


We  recommend  that  the  Governor's  Office  of  Budget  and  Program  Planning  establish  more 
realistic  guidelines  for  budget  preparation,  providing  the  flexibility  required  by  agencies  in 
order  to  bring  budgetary  estimates  into  better  alignment  with  their  actual  needs. 


ResDonse: 

T-e  auditors  expressed  concern  that  items  purchased  bore  little  resemblance  to  those  itemized 
in  The  original  budget  request,  and  that  the  budgeting  system  allows  substitution  of  funds 
appropriated  for  another  expenditure  classification. 

The  Executive  Budget  is  prepared  in  accordance  with  the  principles  of  program  budgeting  as 
suggested  in  Senate  Resolution  Twenty-Seven,  passed  by  the  Forty-First  Legislature. 

Although  a  program  budget  is  developed  by  summing  the  detail  in  each  expenditure  category, 
funds  are  not  appropriated  by  expenditure  classification  or  by  line  items,  but  by  total  program, 
so  that  flexibility  does  exist  to  deal  with  priority  changes.     It  is  the  responsibility  of  agency 
managers  to  operate  programs  within  the  appropriation  limits. 

The  audit  recommendation  appears  to  suggest  that  either  more  control  be  exerted  by  the  Office 
of  Budget  and  Program  Planning  to  ensure  that  agencies  actually  purchase  the  items  listed  in  the 
original  budget  request  or  that  the  agencies  not  be  required  to  submit  our  itemized  list  of  equip- 
ment purchases.    Agencies  are  required  to  make  expenditures  in  accordance  with  a  budget  approved 
by  the  Budget  Director,  however,  the  Office  of  Budget  and  Program  Planning  has  no  authority  to 
control  purchases  within  approved   spending  limits.     Moreover,  control  of  line  item  expenditures 
by  the  Office  of  Budget  and  Program  Planning  would  violate  the  principles  of  program  budgeting 
and  undermine  the  responsibility  of  program  managers.     On  the  other  hand,  although  it  would 
appear  desirable  to  allow  a  lump  sum  of  money  to  purchase  equipment  items  as  needed,  the 
legislature  has  historically  requested  detailed  substantiation  of  equipment  budget  requests  within 
the  program  budget. 

The  Office  of  Budget  and  Program  Planning  is  required  by  House  Bill  643  as  passed  in  the  44th 
Legislature,  to  implement  a  program  planning  and  budgeting  system  among  representative  agencies. 
This  system  will  enable  the  legislature  to  make  informed  decisions  on  budget  requests  based  on 
more  relevant  information  pertaining  to  the  purposes,  objectives  and  accomplishments  of  state 
programs.     It  is  expected  that  this  system  when  fully  operational  will  address  the  problem  sited 
by  the  auditors. 


